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September,  1928 

CHiJ>TER  XI 

Futiirity  and  Property 

(Revision  of  chapter  on  Macieod) 

(This  chapter  transfers  and  revises  pp.  13  to  33 
of  Chapter  I on  Method) 

Ic  Property  and  Things 

Proudhon,  Marx  and  Macleod,  contemporaneously,  were  the 

first  economists  to  attempt  systematically  to  introduce 

property  rights  into  economic  theory.  Yet  they  treated  these 

rights  as  physical  things  analogous  to  the  commodities  of  the 

Physiocrats  and  classical  economists,  Proudhon  ended  in 

Robbery  and  Anarchism,  Marx  in  Exploitation  and  Communism, 

Macleod  in  Optimistic  Capitalism.  Macleod  begins  with  credit, 

the  very  substance  of  Capitalism.  "If  it  were  asked",  he 

said,  ”what  discovery  has  most  deeply  affected  the  fortunes 

of  the  human  race,  it  might  probably  be  said  with  truth  - 

The  discovery  that  a Debt  is  a Saleable  Commodity.  V/hen 

Daniel  Webster  said  that  Credit  has  done  more  a thousand 

times  to  enrich  nations  than  all  the  mines  of  all  the  world, 

he  meant  the  discovery  that  a debt  is  a saleable  commodity 

or  chattel:  and  that  it  may  be  used  as  money:  and  produce 

1 

all  the  effects  of  money. " 

This  saleable  commodity  is  "Wealth"!  Speaking  of  his 

1 Macleod,  Henry  Diinning,  Theory  and  Practice  of  Banking, 

6th  ed. , 1:200  (1923).  The  first  editionV  1^56".  Elements 
of  Economics,  2 vols.  (1867,  1886).  Condensed  statement 
in  his  Economics  for  Beginners,  (1884,  6th  impression 
1900). 
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own  Scotland,  it  v/as  ^tlie  most  utterly  bartarous  and  lav^less 
country  in  Europe”.  But  its  banking  system  has  tended 
immensely  to  call  forth  every  manly  virtue.  . . The  express 

purpose  of  these  banlc:s  v/as  to  create  Credit , Incorporeal 
entities.  . . Thus  we  have  an  enormous  mass  of  Exchangeable 

Property  created  out  of  nothing  by  the  mere  will  of  the  bank 

and  its  customers,  which  produces  all  the  solid  effects  of 
gold  and  silver:  and  when  it  has  done  its  work,  it  vanishes 
into  nothing  at  the  will  of  the  same  persons  who  called  it 

into  existence.  . • The  solid  results  have  been  vast  tracts 

of  barren  moor  converted  into  fields  of  waving  corn,  the 
manufactures  of  G-lasgow,  Dundee,  Paisley;  the  unrivaled 
steamships  of  the  Clyde;  great  public  works  of  ail  sorts; 
roads;  canals;  bridges;  harbours;  docks;  railroads;  and  poor 
young  men  converted  into  princely  merchants.  . . V/ili  any 

one,  v/ith  these  results  staring  the  world  in  the  face,  be- 
lieve. . . that  Credit  conduces  nothing  to  Production,  and 

the  increase  of  \7ealthl  That  Credit  only  transfers  existing 

1 

Capital*.  , . . Credit  is  V/ealth.” 

Macleod  has  been  charged  with  counting  the  same  thing 

twice,  once  as  a physical  thing,  once  as  a property-right. 

On  this  account  his  name  has  disappeared  from  the  autiioritative 
E 

list  of  economists,  notv/ithstanding  his  great  discovery  of 
the  principle  of  discount  barJcing,  afterwards  adopted  by  the 

1 Banliing,  330,  175. 

E His  nam.e  does  not  appear  in  Palgrave^s  Dictionary  of 
Political  Economy. 
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Bank  of  England,  Macieod  did  count  something  tv^/ice,  hut  it 
was  not  the  thing  and  the  right  to  the  thing,  for  he  eliminated 
physical  things  altogether  from  economics  as  belonging  to 
technology.  Yet  he  counted  several  other  ^^things"  twice  - 
he  counted  tv\/o  kinds  of  property  rights  as  two  existences  of 
the  same  thing  at  the  sam*e  time;  he  counted  the  use-value  and 
the  exchange-value  of  things  as  tv/o  existences;  and  he  even 
counted  the  present  and  the  future  as  existing  at  the  same 
period  of  time. 

Since  he  was  the  first,  and  indeed  the  only  economist, 

to  analyze  the  economics  of  legal  rights  on  the  basis  of  a 

1 

lav\/yer^s  encylopedic  knowledge  of  the  common  law,  and  since 
his  fallacies  have  confirmed  economists  in  their  adherence  to 
Bentham^s  substitution  of  pain  and  pleasure  for  Blackstone^s 
law  and  custom,  it  is  essential  that  we  should  discover 
wherein  Macieod ’s  fallacies  reside,  and  thereby  discover  how 
they  may  be  corrected.  For  we  conceive  that,  when  once  his 
physical  metaphors  and  double-counting  are  eliminated,  the  way 
is  clear  for  building  economic  theory  on  Futurity  rmd  Property 
as  he  attempted  to  do. 

The  fundamental  idea  on  v/hich  Macieod ^s  system  is  based, 
confused  though  it  is,  v»/ith  physical  metaphors,  is  the 
principle  of  Futurity  contained  in  the  legal  meaning  of  Rights 
and  Duties.  Futurity,  for  Macieod,  embodies  itself  objectively 

1 Macieod  was  selected  by  a Royal  Commission  to  prepare  a 
digest  of  the  law  of  bills,  notes,  etc.,  reproduced  in 
his  Theory  and  Practice  of  Banking. 
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in  a measurable  quantity,  Credit.  A proper  assignment  of 
Macieod  to  his  place  may  best  begin  witxh  the  criticism  made 
by  Bohm-Bawerk  v/ho  himself  did  most  of  all  economists  to  bring 
Futurity  into  subjective  economics.  Bohra-Bavverk,  too,  as  v;e 
have  seen,  overlapped  his  subjective  Futurity  with  technological 
concepts  of  Efficiency,  much  as  Macieod  overlapped  his  legal 
Futurity  vath  physical  metaphors.  Re  eliminated  Macieod ^s 
^Rights  and  Relations”  from  economic  theory,  as  Macieod 
eliminated  what  afterwards  v/as  Boirim-Bawerk^  s psychology. 
iTith  Macieod,  psychological  desire,  though  fundamental,  was 
immeasurable,  and  therefore  furnished  no  basis  for  science. 

But,  with  Bohrn-Bav/erk,  rights  v/ere  social  relations  and  in- 
volved double-counting. 

1 

Bowhm-Bawerk  observes  that  economists  have  alternated 
between  four  independent  qualities  derived  from  a single 
physical  object  - fresh  drinking  water,  for  example.  First, 
is  the  physical  thing,  the  w/ater;  second  is  its  inherent 
objective  quality,  usefulness  or  utility;  third  is  its  useful 
service  to  man;  fourt.h  is  the  right  to  the  water. 

The  first  of  these,  the  physical  thing  itself  regardless 
of  its  qualities,  could  not  have  been  a subject-matter  for 
economists,  except  as  the  bearer  of  its  qualities.  What  they 
did  v/as  to  select  certain  qualities,  abstracted  from  other 
qualities.  Macieod ^s  quality  was  exchangeability,  in  the 


1 Bohm-Bawerk,  E.  von,  Rechte  und  Verhaltnisse , p.  000, 
(1874). 
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physiooratic  and  classical  meaning  or  the  scarcity  and  utility 
Vi/hich  constitute  "wealth”,  converted,  however,  into  the  legal 
attribute,  negotiability. 

Ii  we  examine  the  several  meanings  thus  combined  in  the 
word  v;eaith  and  distinguished  by  Boirim-Bav/erlc  as  his  second, 
third,  and  fourth  items,  we  shall  rind  that  they  are  really 
the  starting  points  of  three  different  sciences,  each  of  which 
goes  under  the  name  of  "Economics”,  but  each  of  which  is 
differentiated  in  modern  research  and  instruction.  Bohm- 
Bawerlc’s  "inherent  objective  quality"  - usefulness  or  utility, 
which  we  name  technological  use-value  - is  the  subject-matter 
of  Engineering  and  Agricultural  Economics.  This  is  production 
of  use-value  without  regard  to  Macleod^s  test  of  exchange- 
ability, or  "bringing  it  into  commerce".  Eis  "useful  service 
to  man”  is  the  consumption  of  wealth,  wherein  the  satisfaction 
of  wants  predominates,  and  this  has  become  the  subject-matter 
of  Home  Economics.  His  "right  to  the  water"  is  the  subject- 
matter  wherein  legal  control  or  lack  of  control  through 
rights,  duties,  liberties  and  exposures  predominates,  and  this 
is  Political  Economy.  The  Physiocrats  and  Ricardo  were 
Agricultural  and  Engineering  economists;  the  Hedonists  and 
Bohm-Bawerk  were  Home  economists;  the  institutionalists  and 
Macleod  were  Political  economists.  By  double  and  treble 
meanings  of  words,  by  analogies,  metaphors  and  personifica- 
tions, these  different  disciplines  have  historically  been 
confused  and  overlapped.  This  is  inevitable,  because  each 
"quality"  operates  within  a "field"  composed  of  the  others, 
and  the  selection  of  any  one  is  a mental  operation  of 
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analysis,  experiment,  experience  and  o^d{^ment5  guided  by  the 
purpose  for  which  the  selection  is  made.  The  predecessors 
of  Macleod,  the  Physiocratic  and  Classical  economists, 
selected  the  second,  namely,  use-value,  but  mixed  it  with 
the  others,  and  their  "legitimate”  offspring  is  engineering 
and  agricultural  economics.  The  hedonic  economists,  like 
Bohm-Bawerk  himself,  selected  the  third,  namely,  useful 
service  to  man,  and  their  offspring  is  home  economics.  Bub 
those  who  are  named  the  institutional  economists,  of  whom 
Macleod  was  a pioneer,  selected  the  fourth,  namely,  rights 
of  property,  and  to  them  belongs  properly  the  name,  political 
economists.  Either  one  is  good  enough  in  its  proper  place  as 
a science,  for  it  selects  a certain  quality  which  has  quantita- 
tive dimensions.  The  "great  bad"  is  in  mixing  them.  Macleod 
exhibits  this  defect,  as  do  the  others,  in  his  false  analogies 
and  metaphors,  v/hich  are  the  usual  methods  of  mixing  things. 

But  if  we  clear  away  these  figures  of  speech,  retaining  his 
principles  of  Futurity  and  Property,  we  siiall  find  that  it  is  his 

pioneer  v^ork  that  furnisiies  the  intellectual  tools  for  researcii 

1 

and  action  in  the  modern  problems  of  political  economy. 


1 To  cite  one  instance  of  personal  experience,  consult  my 
article  on  "The  Pelivered  Price  Practice  in  the  Steel 
Market",  American  Economic  Revie?\r,  Sept*,  1924.  Also  re- 
port of  Federal  Trade  Commission  (citation?).  In  this  case, 
before  the  Federal  Trade  Commission,  Professor  Fetter,  a 
"psychological"  economist.  Professor  Ripley,  an  "insti- 
tutional" economist  and  myself,  as  collaborating  witnesses, 
found  that  the  issue  of  free  competition  and  discrimination 
turned,  not  on  physical  delivery  of  the  steel,  but  on 
"legal  delivery"  of  ovmership  of  the  steel,  whether  it  should 
be  at  the  point  of  delivery  or  the  point  of  manufacture. 
Herein  we  follo\7ed,  unconsciously,  Macleod.  The  Commission 
adopted  this  finding  and  the  Steel  Corporation  accepted 
it  without  appeal  to  the  Courts. 


I 
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The  confusion  arises,  in  part,  from  the  douhie  meaning 

of  "property”.  "Most  persons",  says  Macleod,  "when  they 

speak  or  hear  of  Property,  think  of  some  material  things, 

such  as  lands,  houses,  cattle,  money,  etc.  But  that  is  not 

the  true  meaning  of  Property.  The  word  Property,  in  its  true 

and  original  sense,  does  not  mean  a thing;  hut  the  absolute 

right  to  use  and  dispose  of  a thing.  . . Property  in  its 

true  sense  means  solely  a Right,  Interest,  or  Ownership: 

and,  consequently,  to  call  material  goods  Property  is  as 

1 

absurd  as  to  call  them  Right,  Interest,  Ownership."  It  is 
not"land,  houses,  cattle,  corn",  but  it  is  "property"  in 
land,  houses,  cattle  and  corn  "and  all  other  material  things", 
that  economics  deals  with.  Property  is  property  rights;  the 
material  things  have  no  value  for  economics  except  as  they 
can  lawfully  be  owned  and  their  ovmership  lawfully  trans- 
ferred. Any  other  kind  of  holding  or  transferring  is 
embezzlement,  robbery,  theft.  Other  sciences  deal  with 
things  - economics  deals  with  legal  rights  over  things. 

Having  thus  eliminated  material  things,  and  dealing 
solely  with  property-rights,  the  criticism  upon  Macleod  should 
be  directed,  not  against  his  supposed  double -counting  of 
things  and  rights,  but  against  his  double-counting  of  rights 
themselves.  This  arose  from  his  forced  meaning  of  the  word 
Credit  and  from  his  inability  to  emancipate  himself  completely 
from  the  physical  theories  of  his  predecessors.  It  was  his 


1 Beginners,  B3,  24 
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critics  v;ho  did  the  douhi'e -counting  of  property  and  things, 
and  they  overlook  Ivlacieod's  assertions  that  he  does  not 
county  physical  things  at  ail  as  sub^iect-inatter  of  the  science 
of  economicso  He,  however,  left  the  gap  for  them  in  that  he 
used  tneir  physical  concepts  to  express  his  meanings.  He 
counted  the  same  thing  only  once,  as  the  exchangeability  of 
property-rights,  and  gave  to  all  property  rights  the  quantita- 
tive meaning  of  credit.  Economists  had  taken  it  for  granted 
that  a commodity  v;as  private  property.  I'hat  was  therefore  a 
constant  quality,  and  they  could  devote  themselves  to  the 
physical  productions,  transportation,  exchange,  distribution 
and  consumption  of  materials  regardless  of  any  variability 
in  the  assumed  constant  quality,  property  rights.  But 
Macleod  eliminated  the  physical  things  as  belonging  to  other 
sciences,  and  devoted  himself  to  the  variable  factors  property 
rights.  Indeed,  the  fact  that  a certain  species  of  property- 
rights,  ^saleable  debts",  was  independently  variable  was 
for  him  the  starting-point  of  his  system.  But  in  this 
respect  saleable  debts  v\/ere  not  different  from  property- 
rights  in  general  - all  property  is  credit,  since  it  is  the 
expectation  of  receiving  something  valuable  from  others. 


bne  v:i’£  ki  .. 'tc  ..Vxf^  Vlc'i:tT-iy 

. . . . :j-  ■ ■•■  ■ •...■.•••■■. 

:*oa  c:tc  ; ■y-TScrr.'r  ^’ * ^ ■; ': ior..i  .:!.o  .Vv 

■'  Al  ~ tf>0' ■ .:!  ^...:.::i^  -i-" • i .tn  a:v^  v:'t  : 

-I*:!  iii:  'Vv/t  v’' ?'vo  ■;  r Ic 

r-  -..  vr.  • y.Li  c;  ’r>-Tn;Xp  ;C<  '-‘v  ■•■>■:  /’Ol.  X- r..;  ^ 

.cii  xe  3.::'  0 ^.o:;>X:a  • ^{;.I:io  ;:^ai.:u  e;a£c;  j,;*  ■: 

‘':.i>  v'X:  .DjsU  v • xo  " v 

- ^ V X!.  -bx.'.  tfuAl:  — ‘..xo.'x^;;- x;-;  f r.<?  r/-’ j an  j 

u.}.l  Cbt  ••■’Ab  :■;'••  b.bJ  9 TO  VO|)  f;  b{y.;=.  V X^'sf  an.X'  ,YXii..TaC'  ’.TA-'J  t ? !> 
CtZi  .j;r;U‘'i-Xri  A '•  r-:-  . ,;  j :-  ■;  . J .;  i.-i;:)  , b/bjXj  Ojj'X'U  ,•/;■•  - a'  . T’,. 'Icj' 

. Vi  .r I : c!  :;i: X5AV  *,^xi.''  'X  ■ b ^ ''‘x-T-r.  .tbf  bi-b'3T ax-  Xo  ;io.Ur.;>XJA^'^X:'0  0 \ij.z 

ru'd  . ■;•:••■  •bv'T;-]  'XnBXjiabo  hcfrur^dA-^AA'  ‘’bl 

T:;/;.?0  O'^  TT:/' lA'b  -f:' b ;la  b^UViX.! ' / T .,  ■ b bibLAilXi  T \ X 

, V TDqoT-r  :'rrt  rr,.riX  .qX  . 3:ian>^bXd  '^boTovoX/ .<.3’:-l.; ': . 

-v-'^iocroAcT  'I-:  :’  ;i-9b:?  b i..  J "r o _ T ^4^-  X oiX'' /bXi'  . uj'^orj 

■■■  . : d^v/  ■ 

:;ij'  : oX  r'V- '■•.a  :7X4;Xo  na.Xj^a^ai^xT  ^.aTS.  otX  •a-hX ‘ 

-bX'TTi-v:;  . ;.•  : ..  ;. .,  xb-v  ' oiosaisb  :;.X^>4q?^;)'T 

s.l  ;4;T9T  a-Tb  4ix'  '-  i bbbbax  . 'TX-. '^4*^47 
' ■’ •-  ■'* vbi-;-AT  a,.;-:  • '.  i . b X ■,  ; lo  .iXa 


-9- 


469 


Corpoi‘eal5  Incorporeal,  Intangible  Property 

That  Macleod  made  Futurity  the  ruling  principle  of  his 

system,  but  mixed  it  with  physical  metaphors  may  be  seen  from 

his  table  of  the  Past,  Present  and  Future  of  ail  Transferable 

Property.  "Property,  like  Janus",  he  said,  "has  two  faces, 

placed  back  to  back.  It  regards  the  Past  and  the  Future,  and 

is  therefore  of  opposite  qualities.  . . Nov\/  in  all  physical 

and  mathematical  sciences  it  is  invariably  the  custom  to 

denote  similar  quantities  but  of  opposite  qualities,  by 

opposite  signs.  Hence,  as  a matter  of  simple  convenience, 

and  following  the  usual  custom  in  physical  science,  if  we 

denote  one  of  these  kinds  of  property  as  Positive , we  may,  as 

a distinguishing  mark,  denote  the  other  as  negative . 

If  we  denote  property  in  a thing  which  has  been  acquired  in 

time  past  as  Positive,  ive  may  denote  Property  in  a product 

1 

which  is  to  be  acquired  in  time  future  as  negative." 

How,  "mathematicians  know"  that  we  can  perform  the  same 
operations  with  negative  signs  as  v\/ith  positive  signs.  And 
so  Macleod  represented  the  past  acquisition  of  commodities, 
which  he  named  corporeal  property,  by  the  positive  sign  plus 
(+),  and  the  future  acquisition  of  commodities,  which  he 
named  incorporeal  property,  by  the  negative  sign,  minus  (-). 
He  exhibits  these  time  dimensions  as  follows: 


1 Macleod,  Elements,  1:154-5 
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THE  TOTALITY  OF  TRAIISFERABLS  PROPERTY 


Property  in  the  Present 

produce  of  the  past; 

Property  in  the 
produce  of  the  future; 

Corporeal  Property 

0 

Incorporeal  Property 

Positive  (+) 

Negative  (~) 

Lands,  Houses,  etc 

Annual  Income  for  ever 

Money  already  earned  by  a 

Merchant  

His 

credit 

Premises,  stock  of  goods  in 
a Shop  ....  

The 

Goodwill 

Money  already  earned  by  a 

Professional  Man  .... 

The 

Practice 

The  printed  copies  of  books 

etc 

The 

Copyright 

Machines  already  made  .... 

The 

Patent 

The  Capital  of  a Commercial 
Company.  . . 

The 

Shares 

Annuities  of  all  sorts; 

The 

Funds:  Tolls; 

Ferries;  Ground  Rent,  etc. 

This  tabular  statement  and  its  explanation  by  Macleod 
will  throw  light  on  the  gap  which  he  left  for  the  charge  of 
counting  the  same  thing  tv^ice,  once  as  a physical  thing,  once 
as  a right  to  the  thing. 

First,  as  to  his  double  counting  of  future  time,  which 
explains  his  double  counting  of  corporeal  and  incorporeal 
property.  "Corporeal"  Property,  as  seen  from  his  tabular 


1 Macleod,  Elements,  1:159. 
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statement,  is  property-rights  in  the  physical  things  accumu- 
lated, owned  and  held  from  the  past  up  to  the  present  point 
of  time.  "Incorporeal  Property"  is  the  present  expectation 
of  future  "produce"  not  yet  in  existence  or  not  yet  owned. 

"We  may  have",  he  says,  "a  Right  wholly  severed  from  any 
specific  corpus  or  matter  in  possession.  It  may  not  even  he 
in  existence  at  the  present  time.  Thus  those  who  possess 
lands,  fruit  trees,  cattle,  etc.,  have  the  Property  in  their 
future  produce.  Though  the  produce  itself  will  only  come 
into  existence  at  a future  time,  the  Property  or  Right  to  it 
when  it  does  come  into  existence  is  present,  and  may  he 
bought  and  sold  like  any  material  chattel.  Or  the  thing 
may  he  in  existence,  hut  it  may  he  some  one  else^s  Property 
at  the  present  time;  and  only  come  into  our  possession  at 
some  future  time.  Thus  one  may  have  the  right  to  demand  a 
sum  of  money  from  some  person  at  some  future  time.  That  sum 
of  money  may,  no  douht,  he  in  existence,  hut  it  is  not  in 
our  possession:  it  may  not  even  he  in  the  possession  of  the 
person  ?/ho  is  hound  to  pay  it.  It  may  pass  through  any 
number  of  hands  before  it  is  paid  to  us.  But  yet  our  Right 
to  demand  it  is  present  and  existing,  and  we  may  sell  and 
dispose  of  it  as  if  it  were  a material  chattel.  Hence  it  is 
Property;  hut  it  is  called  Incorporeal  Property  in  Roman  and 
English  law,  because  it  is  a mere  abstract  Right,  wholly 
severed  from  any  specific  substance." 

Thus  it  is  that  Corporeal  Property  looks  to  the  Past 
hut  Incorporeal  Property  looks  to  the  Future.  The  question 
arises,  what  are  the  dimensions  of  the  Present,  v;hich  lies 
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between  the  Past  and  the  Future?  At  first  inspection,  it 
might  seem  that  Macieod  intended  to  represent  the  Present  as 
a mathematical  zero,  of  no  dimensions,  and  hence  non-existent. 
But  it  is  not  so.  llacleod,  though  he  introduced  Time  into 
economics,  did  so  on  the  analogy  of  a commodity,  or  rather, 
a quality  of  his  uriversal  kind  of  commodity  - a Debt. 
Notwithstanding  he  had  Time  in  his  system,  he  did  not  have 
Motion.  If  he  had,  then  his  mathematical  zero  vyould  have  been 
a changing  moment  of  events  betv^een  the  incoming  Future  and 
the  outgoing  Past.  This,  by  unavoidable  physical  analogy, 
is  named  the  Flow  of  Time.  It  is  the  flov^-  of  events  in 
ever-present  time.  V/ith  such  a meaning,  his  Incorporeal 
Property  of  the  future  would  be  continually  becoming  "Corporeal^’ 
- in  fact,  is  ceasing  to  be  property  altogether,  for  the 
essential  of  property  is  Futurity. 

But  Macieod  was  too  mechanical,  phx^sical  and  objective 
for  that.  V/hile  he  had  Futurity  he  did  not  have  Expectation. 

If  he  had,,  then  the  Past  would  have  disappeared  from  his 
calculation.  Time  came  in  mathematical  chunks,  without  the 
psychology  of  expectation,  like  the  other  intrinsic  qualities 
of  commodities.  These  tim.e-chunks  differed  in  time-length 
according  to  the  length  of  the  debt.  Thus  tim.e  could  be 
broken  up  into  blocks  by  breaking  up  the  commodity  into  time 
blocks,  just  as  'wheat  or  bricks  are  broken  up  into  different 
quantities.  Hence  they  could  also  be  broken  up  into  standard 
units  of  time,  like  the  use-values  or  scarcity  values  which 
vary  with  the  size  of  the  commodity.  What,  he  thus  did  v;as  to 

confuse  the  movement  of  Time  with  the  measurement  of  Time, 
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and  thereby  to  confuse  Time  and  Space.  This  he  espiicitiy 

does  when  he  says,  "Debts  or  Credits  are  Commodities  which 

are  bought  and  sollv  like  any  material  chattels.  And  for  the 

convenience  of  sale  they  must  be  divided  into  certain  units; 

Coals  are  sold  by  the  ton;  corn  by  the  quarter;  sugar  by  the 

pound:  other  things  by  the  ounce.  The  unit  of  Debt  is  the 

Right  to  demand  L 100  to  be  paid  one  year  hence.  The  sum  of 

1 

m.oney  given  to  buy  this  Unit  of  uebt  is  its  Price.  And  of 

course  the  less  the  Price  given  to  buy  the  fixed  Unit  of 

Debt,  the  greater  is  the  Value  of  Moneyo" 

Thus  if  the  debt  is  LlOO  payable  in  one  year  and.  the 

DarQcer  pays  a price,  Ij95,  for  it,  the  value  of  money  for  one 

year  is  PS;  but  if  the  price  paid  by  the  "oanker  is  reduced  to 

P90,  then  the  value  of  money  for  one  year  has  risen  to  PlO. 

A future  interval  of  time,  one  year,  is  treated  as  a present 

quantity  of  time  for  which  a present  quantity  of  money  is 

paid,  and  the  difference  between  the  two  is  the  value  of 

money.  This  is,  indeed,  the  naive  language  of  the  money 

market.  Future  time  becomes  a present  quantity.  And  while 

his  "price  of  a debt"  enabled  Macleod  to  make  his  discovery 
2 

in  banking  policy  - yet,  for  his  general  theory,  the  result 
was  confusion  of  a point  of  time  with  a lapse  of  time. 
Consequently,  his  concept  of  "the  present",  v»/hich  starts  with 
a zero  point  of  time  between  the  past  and  future,  is  shifted 


1 Elements,  1:169. 

2 See  below,  Discount  and  Profit. 
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^ letv/een  the  beginning  and  ending  of  a debt,  for  the 

measurement  of  which  the  customary  unit  is  an  artificial 
section  of  that  lapse  - one  year.  Thus  he  blurs  the  distinction 
between  the  movement  of  Time  and  the  measurement  of  Time. 

It  is  this  that  accounts  for  his  curious  overlapping,  during 
a period  of  one  year,  of  his  corporeal  property  and  his  in- 
corporeal property,  which  is  - not  a double  counting  of  a 
thing  and  the  right  to  the  thing  - but  a double-counting  of 
time  as  both  present  and  future  during  the  first  year  of  the 
future.  Thus  he  says,  ” Though  the  yearly  products  of  the 
land  will  only  come  into  existence  at  future  intervals  of 
time,  the  Right  or  Property  in  them  when  they  do  come  into 
existence  is  Present,  and  may  be  bought  and  sold  like  any 
material  chattel,  such  as  a table,  a chair,  or  so  much  corn. 

That  is  to  say,  each  of  these  annual  products  for  ever  has 
a Present  Value:  and  the  purchase  money  of  the  land  is 
simply  the  Sum  of  the  Present  Values  of  this  series  of  future 
products  for  ever.  Again,  although  this  series  of  future 
products  is  infinite,  a simple  algebraical  formula  shows 
that  it  has  a finite  limit:  and  that  finite  limit  depends 
chiefly  upon  the  current  average  Rate  of  Interest.  Vfhen  the 
usual  Rate  of  Interest  is  3 per  cent.,  the  total  Value  of 
Land  is  about  33  times  its  annual  value:  conseouentl.y  32 

parts  of  of  the  33  of  the  total  Property  in  Land. is  Incor- 

1 

poreal:  the  remaining  one  part  only  being  Corporeal.” 


1 Elements,  1:156-7 
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This  overlapping  of  the  Past  and  the  Future  - of  cor- 
poreal rights  and  incorporeal  rights  - during  Kacleod^s  first 
unfortunate  year  of  the  future  must  he  loolced  upon  as  a trail- 
ing cloud  of  materialismi  from  the  commodity  economists.  It 
treats  an  interval  of  tiine  like  a q.uantity  of  time,  one  year 
of  which  exists  at  a present  point  of  time. 

Yet  it  is  inconsistent  with  his  main  position,  for  it 
applies  only  to  the  expected  one  year’s  income  of  use-value  to 
he  derived  fromi  the  corporeal  thing.  But  he  does  not  deal  with 
’’use-value",  he  deals  only  with  the  exchange-value  of  proparty- 
rights.  His  main  position  respecting  both  corporeal  and  in- 
corporeal property  rests  on  its  ’’ exchangeability’’ . Economics 
deals  v;ith  exchange-values  and  not  use-values,  since  they  alone 
can  he  mieasured.  Therefore  the  right  of  corporeal  property, 
which  he  intends,  is  the  right,  not  to  use  the  thing  hut  is 
the  right  to  alienate  the  ownership  of  the  thing  and  to  give 
a good  title  to  the  buyer.  This  right  does  not  wait  a year, 
and  involves  no  overlapping  of  Time  or  rights.  The  owner  can 
give  good  title  now  if  he  has  now  the  legal  power  to  do  so. 

And  he  can  now  obtain  the  exchange-value  of  his  right  to  the 
land,  v/ithout  waiting  a year,  though  he  may  wait  a year  to  get 
the  crop  that  constitutes  the  use-val  ue  of  the  physical  land. 
But  the  right  of  alienation,  with  which  alone  Macleod  deals, 
begins  at  the  present  point  of  time,  and  it  is  this  that 
makes  possible  the  right  to  the  exchange- value  v\/hich  is  his 
subject  matter  of  economics.  Since  exchange -value  is  scarcity- 
value,  subject  to  the  law  of  supply  and  demand,  he  therefore 
counts  use-value  - the  rights  of  corporeal  property  - and 
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scarcity-value  - the  rights  of  incorporeal  property  - as  two 
existences  of  the  same  thing,  at  the  same  time. 

It  is  doubtless  this  confusion  of  physical  with  incor- 
poreal concepts,  that  led  Macleod  to  make  the  fanciful  dis- 
tinction between  his  plus  and  m.inus  signs.  His  plus  sign, 
referring  to  the  past,  is  superfluous.  He  did  not  use  it  at 
all  in  his  System.  It  is,  indeed,  the  familiar  confusion  of 
justification  v»/ith  reality.  A property-right  does  not  look 
to  the  past  except  for  justification.  It  looks  to  the  future 
for  action  and  reality.  Rights  are  expected  Rights  of  Action 
at  law.  This  he  insists  upon.  If  so,  then  property  is  not 
two-faced  like  Janus.  It  looks  forward  to  collective  action. 
It  is  an  expected  "right  of  action".  It  has  just  one  face  - 
and  inside  that  face  is  justification  and  pleadings. 

More  serious  than  his  overlapping  of  past  and  future  for 

the  first  year  of  the  future  is  his  failure  to  count  all  of 

the  future  as  existing  in  the  present.  Strangely  enough  the 

credit  side  of  a transaction  is  in  existence  now,  but  the 

debt  side  does  not  come  into  existence  until  the  debt  is  due. 

Macleod  faced  this  issue  squarely  and  chose  the  fallacy.  He, 

1 

indeed,  quoted  eminent  bankers  in  opposition.  Cernuschi  had 
said:  "The  balance-sheet  of  every  individual  contains  three 

accounts:  existing  goods.  Credits  and  Debts.  But  if  v»/c 
collected  into  one  all  the  balance-sheets  of  every  one  in  the 
world,  the  Debts  and  the  Credits  miutually  neutralize  each 


1 Elements  1:303. 
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otJier,  and  there  remains  hut  a single  account:  existing  goods.” 

Macleod  replied  hy  distinguishing  a ”duty”  from  a ”deht”. 
”A  debt  is  not  money  ov/ed  hy  the  Debtor,  hut  the  personal 
duty  to  paV  m.oney.  ” The  Roman  lawyers  held  that,  when  a 
merchant  bought  goods  and  gave  his  promise  to  pay  in  three 
months,  the  merchant  was  ”in  debt,  but  the  remedy  is  deferred.” 
. . Sut  the  English  law  appears  to  take  a different  view. 

”If  an  action  be  brought  for  the  payment  before  the  Credit 
has  expired,  it  is  a maxim  of  the  English  law  that  Credit  un- 
expired may  be  pleaded  under  the  general  issue:  that  is,  the 
defendant  may  reply  that  he  is  not  in  debt  at  ail.”  And  it 
appeared  to  Macleod  that  this  v;as  ”the  correct  view.  Y/hen 
a merchant  agrees  to  take  a three  months^  bill  in  exchange 
for  goods,  and  receives  it,  he  is  paid  for  the  goods. 
Consequently  there  is  no  Debt,  or  duty  to  pay  money,  till  the 
bill  has  matured.  . , The  goods  have  become  the  actual 

property  of  the  buyer,  and  his  duty  to  pay  three  months  hence 
is  no  diminution  of  his  present  property.  Ke  has  the  ab- 
solute disposal  of  it  in  the  meanwhile:  and  the  Creditor  has 
no  Right  to  any  portion  of  it;  or  to  prevent  him  dealing  vvith 
it  in  any  way  he  pleases.  Consequently,  there  are  both  the 

Right  of  Action,  and  the  goods  or  money,  circulating  in 

1 

commierce  at  the  same  time.” 

Evidently,  herein,  Macleod  relied  upon  a legal  tech- 
nicality in  asserting  that  the  credit  and  its  Right  of  Action 
are  in  existence  now,  but  the  debt  and  its  duty  to  submit  to 


1 Elements  1:290-1. 
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the  Right  of  Action  are  not  in  existence  no\’v.  But  each,  of 
course,  is  in  existence  nov^j  for  the  same  reason,  namely, 
expectation.  The  illusion  arises  from  the  fact  that  there 
are  two  markets,  the  ^^commodity”  market  and  the  ”m.oney" 
miarket,  and  that  the  word  "money”  carries  over  the  physical 
meaning  of  a commiOdity.  Each  is  thus,  ly  analogy,  a "com- 
modity miarket".  But  Macleod  did  not  effectively  distinguish 
the  comxmodity  market  fromi  the  mxoney  market.  In  this  he 
followed  the  m.aterialistic  illusion  that  prevails  generally. 

A banker  speaks  of  an  increase  in  his  "supply  of  money"  for 
loan  to  customiers,  when  all  that  he  has  received  is  an  in- 
crease in  supply  of  debts  owed  by  customers  or  other  bankers. 
Customers  and  speculators  ask  what  "money  is  v;orth",  v/hen 
they  miean  v;hat  are  debts  worth.  This  materialistic  obsession 
miight  perhaps  have  teen  avoided  by  Macleod  and  others  if, 
instead  of  the  metaphor  "money  miarket",  they  had  substituted 
the  reality,  the  debt  market.  For  that  is  what  it  is.  The 
"com.modity  market"  is,  as  Macleod  describes  it,  the  miarket 
where,  not  goods  are  exchanged,  but  where  ownership  of  goods 
is  exchanged.  And  the  "m^oney  miarket"  is,  also  as  Macleod 
describes  it,  the  market  where,  not  money  is  exchanged  but 
where  ownership  of  debts  is  exchanged. 

If  Macleod  had  effectively  followed  up  his  clue  of  a 
debt  as  a "saleable  commodity",  not  by  assimilating  a debt  to 
a commodity,  but  by  consistently  distinguishing  a debt  market 
from  a comxmodity  market,  he  would  accurately  have  described 
modern  business  and  avoided  double  counting.  The  stock  ex- 
change’ and  the  mioney  miarket  are  the  two  wheels  of  the  debt 
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market  - the-  large  i/vheeis,  stocks  and  bonds,  looking  years 
into  the  future,  and  the  small  vjheels,  bank  loans  and  deposits, 
looking  hours  and  days  into  the  future.  Though  stocks  are 
not  legally  debts  like  bonds,  yet  they  are  becoming  debts 
economically  and  even  legally,  and  are  thus  conforming  to 
Macleod^s  description  of  a ^saleable  debt”.  Stocks  are 
”iiabiii ties ” of  the  business  to  the  stockholders,  and  even 
customary  dividends  are  coming  to  be  looked  upon  as  debts 
owing  to  stockholders.  This  is  even  legally  sanctioned  in 
the  case  of  public  utilities  regulated  by  law,  where  the  total 
value  of  both  stocks  and  bonds  and  the  current  rate  of 
interest  are  used  to  com.pute  the  charges  which  the  public 
must  pay  in  order  that  bondholders  m^ay  receive  interest  and 
stockholders  dividends.  The  ^public”  is  debtor  and  the  stock- 
holders, as  well  as  bondholders,  are  creditors.  And  it  is 
becoming  a legal  obligation  upon  the  corporation  to  pay  the 

customary  dividends  to  the  stockholders,  almost  as  niuch  as 

1 

the  legal  obligation  to  pay  interest  to  bondholders.  The 
bondholders  are  simply  preferred  creditors,  tiie  stockholders 
are  deferred  creditors.  Intermediate  stages  have  been  intro- 
duced such  as  varieties  of  ^preferred  stocks”  coming  between 
bond-holders  as  creditors  and  common  stockholders  as  creditors. 
Even  where  there  is  no  legal  sanction  requiring  payment  of 
dividends  on  common  stocks,  tiiere  has  arisen  an  economic 
sanction  of  the  nature  of  good  will  of  investors.  During  the 
high-biner  period  of  American  corporations  the  boards  of 

1 See  case  of  Henry  Ford  and  his  stockholders,  Michigan 
case. 
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directors  recognized  nor  moral  or  economic,  much  less  legal 
obligation  to  pay  dividends  and  maintain  the  market  values  of 
stocks.  But  with  the  incoming  of  thousands  and  millions  of 
scattered  investors  and  the  incoming  of  the  dictatorship 
period  of  corporations  through  the  concentration  of  manage- 

1 

ment  in  the  hands  of  a mere  fraction  of  the  total  ownership, 
the  economic  necessity  of  maintaining  the  goodwill  of  in- 
vestors recuires  dummy  boards  of  directors  to  adopt  a policy 
of  paying  customary  dividends*  So  that  the  stock  exchange 
is  the  market  for  a gradation  of  long-time  debts  with  legal 
and  economic  sanctions,  from  the  extreme  legally  sanctioned 
bonds  through  the  less  sanctioned  preferred  stocks  and  many 
kinds  of  mere  "rights^’,  dovm  to  the  lowest  legally  sanctioned 
but  mainly  economically  sanctioned  debts,  historically  known 
as  common  stocks. 

In  this  limited  respect  Macleod  was  prophetically  correct 
when  he  represented  all  property  rights  as  ”debts"  and  re- 
solved economics  into  a set  of  creditor-debtor  relations. 

It  is  becoming  such  if  economic  and  moral  sanctions  enforced 
by  custom  are  added  to  legal  sanctions  enforced  by  courts. 

But  it  does  not  follow  that  debts  are  commodities.  If 
they  are  so  described  then  all  that  we  can  say  is  that  Macleod 
is  talking  metaphor  and  not  science.  Commodities  are,  indeed, 
similar  to  debts  in  that,  as  we  saw  from  Karl  Marx,  they  are 
a species  of  private  property  and  not  mere  physical  use- 

1 See  Riple.',  V/.  Z.  , From  Main  Street  to  V;ali  Street; 

Brookings,  R.  S.  ? 
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vaiues  or  scarcity-values.  Hor  does  it  follow  that  the  ovmer- 
ship  of  a commodity  is  a credit,  or  Turgot ^s  pledge,  and  all 
the  world  is  debtor  to  the  owner  - another  metaphor.  Conse- 
quently it  does  not  follow  that  all  property-rights  are  credits. 

Yet  what  happens  on  a comm.odity  market  is  similar  to  what 
happens  on  a debt  market  - physical  things  are  not  exchanged 
for  physical  money,  but  titles  of  ownership  of  things  are 
exchanged  for  short-time  debts,  just  as,  on  the  debt  market, 
titles  of  ownership  of  long-time  debts  are  exchanged  for 
ownership  of  short-time  debts.  Thus  a produce  exchange,  a 
wholesale  or  retail  market,  and  so  on,  functions  with  the 
same  banks  that  function  on  the  debt  market.  The  two  wheels 
are  ownership  of  commodities  and  ownership  of  short-time 
debts.  On  the  commodity  market  short-time  debts  are  created 
and  immediately  sold  on  the  debt  market  conducted  by  commer- 
cial banks.  They  are  created  for  the  purpose  of  sale  and 
because  they  can  be  sold.  The  only  difference  then,  is  in 
the  object  that  is  owned  and  sold  in  exchange  for  bankers^ 
short-time  debts.  In  the  one  case  it  is  future  legal  control 
of  future  money  income  from  debtors  on  the  debt  market  and 
from  future  purchasers  of  commodities  at  their  future  prices 
on  the  future  commodity  markets.  In  the  other  case  it  is 
future  legal  control  of  physical  things  to  be  handled  by 
laborers  under  orders  in  the  technological  processes  of 
production,  transportation  and  delivery.  The  debt  market 
looks  forward  to  money  income,  the  comiriodity  market  looks 
forward  to  the  physical  output  which  shall  bring  a money 
income,  h'hile  Hacleod  is  correct  when  he  says  that  the 
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greatest  invention  of  the  human  race  is  the  negotiahility  of 
debts,  making  tham  as  neari^^  like  money  as  possible,  he  is 
incorrect  in  making  negotiability  the  only  quality  which 
makes  economics  a science^  for  thereby -he  fails  to  make  the 
distinction  between  the  debt  miarket  where  future  money  incomie 
is  bought  and  sold  and  the  conmiod:’  ty  market  where  future 
physical  output  is  determined  upon.  A debt  is  not  a commodity. 
It  is  just  what  he  says  it  is  - a saleable  debt  - and  it  has 
its  market  for  debts,  the  money  market. 

In  this  respect,  as  we  can  see  by  aid  of  the  later 
analysis  of  Hohfeld,  Macleod  is  chargeable  with  using  the 
term  Rights  with  the  double  meaning  of  a Right  and  a Liberty. 
Or,  in  economic  terms,  he  uses  the  term  Credit  with  the 
double  meaning  of  a Right  to  demand  payment  of  a debt  and  a 
Right  to  dem.and  payment  for  a commodity.  One  is  the  creditor- 
debtor  relation,  the  other  the  seller-buyer  relation.  An 
explanation  of  tiie  way  in  which  he  fell  into  this  confusion 
of  such  opposite  social  relations  will  reveal  a q.uite 
universal  fallacy  in  both  legal  and  economic  meanings  of 
v\/ords  and  conseouent  disastrous  social  results.  It  v;ill 
lead  thereby  to  important  distinctions  that  must  be  made  in 
order  to  set  forth  a proper  legal  and  economic  analysis  of 
transactions  and  going  concerns. 

r.acleod  starts,  correctly  enough,  with  the  proposition 
that  political  economy  is  a science  of  the  ”laws  of  prop- 
erty”, and  not  the  laws  of  physical  things  or  psycho- 
logical entities.  Rext,  he  narrows  the  subject  to  the 
Exchange -Value  of  these  Rights  of  property,  for  otherwise  it 
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cannot  “be  a "science^'  which  always  mast  deal  with  t uantities 
and  units  of  measurement.  But,  if  he  has  eliminated  physical 
things  that  come  up  from  the  past,  and  deals  only  with 
quantities  that  are  expected  to  have  a future  existence,  what 
can  be  the  nature  of  those  future  quantities  that  have  a present 
existence  on  the  markets?  They  must  be  something  that  other 
persons  are  expected  to  do  for  the  owner  by  way  of  furnishing 
to  him  ”the  produce  of  the  future”.  The  most  general  term 
for  this  expectation,  which  has  a present  existence  on  the 
present  markets,  he  says,  is  Credit. 

Credit,  therefore,  takes  tiiree  forms.  (1)  The  Present 
Value,  in  an  actual  exchange,  of  all  corporeal  property 
rights.  This  is  his  ^commodity  credit”  equivalent  to  Turgot ^s 
”pledge”.  (2)  The  Present  Value  of  metallic  money,  which 
he  names  ”metaliic  credit”,  equivalent  to  Turgot ^s  ”universal 
representative  pledge”.  (3)  The  present  value  of  a particular 
Credit  running  agcinst  a specified  debtor.  The  latter  is 
the  usual  meaning  of  credit  but  it  is  onl^^  a special  case  of 
property  rights. 

If  we  follow  through  Macleod^s  line  of  reasoning  upon 
this  universal  concept  of  Credit,  equivalent  to  Turgot ^s 
”pledge”  and  a quantitative  dimension  of  ail  property-rights, 
we  shall  see  how  completely  he  was  attempting  to  reverse  the 
Time  factor  of  the  classical  economists,  and  of  the  Physiocrats, 
other  than  Turgot.  He  substituted  Future  Tim^e  for  Past  Time 
tiiroughout  the  entire  subject  matter  of  the  science,  but 
treated  Future  Time  like  a commodity  brought  backv/ards  to 
present  markets,  as  they  had  treated  Past  Time  brought  for- 
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ward  to  present  markets.  He  thus  justifies  13ohm-Bav;erk  in 
his  comment  that  Iiacieod^s  theory  was  the  legitimate  but 
disowned  child  of  the  dominant  theories  of  the  period. 
Bohm-Bawerk  is  correct  in  several  respects. 

In  the  first  place,  according  to  Llacleod,  Economics 
must  be  a physical  science,  as  they  had  demonstrated  it  to 
be.  He  described  the  requisites.  physical  science  is  a 
definite  body  of  phenomena  all  based  upon  a single  idea,  or 
quality,  of  the  most  general  nature.  • • hny  quantity  what- 

ever in  which  that  equality  is  four.d  i j an  element,  or  con- 
stituent, in  that  science,  no  matter  what  other  Qualities  may 
be  found  in  it.  . . Dynamics  is  the  science  of  Force:  and 

a force  is  defined  to  be  hlnything  which  causes,  or  tends  to 

cause,  m.otion  or  change  of  motion^.”  In  Economics  this  Force 
2 

is  Demand. 

But  the  Economist,  as  such,  does  not  investigate  demand, 
for  that  ”v/ouid  introduce  the  whole  of  Psychology  into 
Economics”.  Value,  indeed,  "in  its  original  sense  is  a 
quality,  or  desire,  of  the  mind:  it  means  esteem  or  estima- 
tion: as  Yje  speak  of  a highly  valued  friend.  But  such  Value 
is  not  an  economical  phenomenon.  To  bring  value  into 
Economics  it  must  be  manifested  in  some  tangible  form:  as 
v;hen  a person  manifests  his  desire,  estimation,  or  Value  for 
something  by  giving  something  in  exchange  for  it  to  acquire 
possession  of  it.  . . For  an  exchange  to  take  place  requires 

1 Bohm-Bawerk,  E. , Rechte  und  Verhaltnesse  6. 

2 Elements  1:130. 
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the  concurrence  of  two  mindSo  . . Hence  it  is  clear  that 

Value  is  a Ratio,  or  an  Ecuation,  Like  distance,  the  Value  of 
a thing  is  always  something  external  to  itself,  . . L 
single  object  cannot  have  Value,  V/e  cannot  speak  of  ab- 
solute or  intrinsic  distance  or  equality,  , , -t^ny  Economic 

1 

Quantity  may’ have  Value  in  terms  of  any  other,” 

Thus  Macleod  reduces  economics  to  a physical  science 
by  reducing  it  to  ratios  of  exchange,  and  it  is  these  ratios 
that  are  Value.  This  science  of  Exchange  ratios,  he  shows, 

Vi/as  intended  by  all  of  the  economists,  ancient  and  modern. 

The  term  "production  of  wealth"  m.eant  for  the  Physiocrats, 
for  Smith  and  Ricardo,  obtaining  something  from  the  earth  or 
from  labor  for  the  sake  of  "bringing  it  into  Commerce",  This 
was  "productive  labor";  and  "unproductive  labor"  was  that 
v/hose  product  did  not  come  upon  the  market.  "Consumption" 
was  taking  something  off  the  market,  and  they  did  not  include 
in  economics  the  laws  of  consumption  proper,  Macleod  shows 
their  inconsistencies,  and  how  these  can  be  avoided  by 
dropping  their  ambiguous  terms  production,  distribution  and 
consumption,  and  narrowing  the  science  to  what  they  really 
intended  - the  laws  of  exchange-value , 

But,  what  is  it  tiaat  is  exchanged?  Is  it  things  or  is 
it  the  rights  to  things?  Here  v^as  the  source  of  their  in- 
consistencies, They  thought  things  were  exchanged,  whereas 
every  lawyer  knovi/s  that  it  is  property-rights  that  are  exchanged. 


1 Beginners,  53,  54, 
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I iiand  to  you  a book  and  you  hand  to  mo  a dollar*  That  is  a 
two-fold  physical  act  and  has  no  meaning  oti^er  than  what 
animals  jiiight  do  in  aiding  each  other.  But,  in  huinan  society, 
ii  I do  not  ovm  that  book  I cannot  iav\/fuiiy  hand  it  to  you 
and  receive  payment  for  it.  And  even  tlien  I cannot  make  you 
the  ovmer  of  that  book  against  all  comers  unless  the  law 
reads  into  my  physical  act  another  act  - a mental  ”act  of 
will"  - intending  that  you  shall  be  the  owner,  as  well  as 
another  mental  act  - your  intention  to  become  the  owner. 

Then  the  lav\/  enforces,  or  is  expected  to  enforce,  that  two- 
fold act  of  will.  Does  economic  science  deal  with  that  two- 
fold physical  act,  or  does  it  deal  with  that  two-fold  mental 
act?  Evidently  the  physical  act  is  technological  and  is 
carried  on  by  manual  laborers  under  the  command  of  owners. 

But  the  mental  act  is  proprietary,  and  actually  transfers  the 
title. 

Again,  I hand  to  you  the  book,  and  you  take  and  keep 
the  book  but  do  not  hand  to  me  the  dollar.  The  law  now  reads 
into  the  transfer  of  the  book  the  same  mental  act  of  con- 
currence of  two  wills  - my  intention  that  you  shall  own  the 
book  and  your  intention  to  own  it.  But  it  reads  also  into 
the  same  physical  transfer  another  physical  transfer  - this 
time  an  expected  ph^rsical  transfer  of  the  dollar  from  you  to 
me  and  my  expected  taking  of  the  dollar  with  expected  intention 
to  make  it  my  own.  How  w’ill  the  economists  deal  with  this 
pair  of  two-fold  physical  acts?  They  are  the  same  physical 
transfers  as  in  the  preceding  illustration,  but  there  has 


occurred  a time-interval.  The  economists  give  it  up  in 
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despair,  says  Macieod,  and  fall  into  hopeless  confusion. 

Adam  Smith,  for  exam.ple,  "expressly  includes  Barik  Notes, 

Bills  of  Exchange,  and  other  securities",  along  with  shoes 

and  corn,  under  the  term  "circulating  capital".  "All  modern 

writers  call  Bank  Notes  Capital".  But,  says  Macieod,  "these 

are  simply  Rights  or  Credit".  And  "when  bank  notes,  mere 

Rights  or  Credit,  are  admitted  to  be  Capital,  the  definition 

of  the  Science  as  the  Production,  Distribution  and  Consum.ption 

of  Vfealth  becomes  unintelligible . For  who  would  understand 

the  meaning  of  Production,  Distribution  and  Consumption  of 

Debts  or  Credits?  Whereas  everyone  knov/s  that  Debts  of  all 

sorts  are  bought  and  sold  like  any  material  property.  The 

most  colossal  branch  of  commerce  in  modern  times  - the  system. 

of  Credit  - consists  exclusively  in  buying  and  selling  Debts: 

and  the  exchangeable  relations  of  Debts  are  governed  by 

exactly  the  same  general  Law  of  Value  as  the  exchangeable 

1 

relations  of  miaterial  commodities."  The  economists,  said 

Macieod,  "never  made  the  slightest  attempt  to  bring  the 

subject  of  Credit  and  Banicing  into  the  general  body  of  the 
2 

science:  in  fact,  they  have  given  up  the  whole  subject  of 

Banking  in  hopeless  despair." 

Macieod  resolves  this  difficulty  by  eliminating  the 
physical  things  and  physical  acts  altogether  and  by 

1 Beginners,  Introduction  and  Chapter  on  Value. 

2 This  may  be  seen  in  John  Stuart  Mill^s  admirable  chapter 
on  Credit,  which,  however,  has  no  relation  whatever  to 
the  theoretical  foundations  of  his  explanation  of  Value 
as  based  on  cost  of  production.  His  credit  theory  is 
based  on  psychology,  something  not  admitted  to  his 
Ricardian  theory  of  value  and  cost. 
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substituting  mental  acts  which  give  rise  to  property-rights. 

If  property-rights  are  themselves  credits,  then  banking  is 
only  a special  case  of  the  universal  principle  of  credit. 

^nd,  since  credit  is  quantitative,  measured  on  the  markets 
by  exchange-ratios,  if  the  science  of  economics  is  made  to 
rest  on  credit  then  we  have  a universal  quantitative  prin- 
on  which  to  build.  It  is  ^ust  as  much  quantitative 
when  Credit  is  measured  in  dollars  and  cents  as  is  a physical 
act  quantitative  vjhen  wheat  is  measured  in  bushels  and  pints. 

Thus  Macleod,  when  he  says  that  it  is  rights  that  are 
exchanged,  instead  of  things,  means  thereby  that  it  is  Credits 
that  are  exchanged,  measured  in  dollars,  hll  rights  are 
Credits,  and  credit  is  an  economic  quantity,  l^ot  merely 
separable  credits,  like  bank  notes,  are  credit,  but  all  property 
rights  are  credits.  It  is  not  physical  commodities  that  are 
exchanged  - it  is  total  or  partial  rights  to  the  future 
value  of  those  commodities,  ur'^nd  those  rights  are  credits. 

credit  is  an  economic  quantity  existing  in  the  future,  and 
can  be  measured  in  money.  When  I buy  a horse,  it  is  not  the 
horse  which  I buy  - it  is  rights  to  the  future  use  of  the 
horse,  ^against  all  the  world”,  and  those  rights  arc  credits. 

I bu5^  that  bundle  of  credits,  a horse,  and  becom.e  a debtor 
to  the  seller.  If  I pay  iiamediately  by  an  assortment  of  cov/s 
and  pigs,  as  in  a barter  economy,  I also  sell  to  him,  not  the 
animals,  but  my  rights  to  future  use  of  the  animals.  This 
is  the  credit,  according  to  Macleod,  --  again  an  economic 
quantity  --  which  I transfer  to  him. 

If,  now,  this  exchange  of  credits,  in  the  barter  economy. 
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is  e q^ual , then  the  transaction  is  closed.  If  it  is  unequal, 
then  there  remains  a balance  due  on  one  side  or  the  other. 
This  balance  may  be  paid  immediately  in  money,  or  it  may  be 
deferred  an  interval  of  time.  This  is  vt/here  mioney  and  credit 
originate,  l/ith  money  the  recipient  can  collect  his  debt 
from  the  rest  of  the  world  by  purchasing  other  products  or 
services.  The  rest  of  the  world  is  then  his  "debtor”.  Or, 
if  the  particular  debtor  of  the  transaction  does  not  pay  the 
balance  immediately  in  money,  then  his  duty  is  shifted  to  a 
later  time,  and  this  again  is  a credit.  Honey  and  credit  are 
both  credits,  and  are  special  cases  of  the  universal 
principle  of  credit.  Money  is  a general  credit  against  all 
the  v^orld  indifferently  - the  usual  meaning  of  credit  is  a 
particular  credit  against  the  opposite  party  to  the  trans- 
action. But,  from  start  to  finish,  it  is  all  credits,  simply 
because  it  is  property-rights  to  future  income  that  are  ex- 
changed, and  not  physical  things.  If  the  thing  is  a physical 
commodity  it  is  rights  to  the  future  use  of  the  commodity 
against  all  other  persons,  for  which  somebody  m.ust  pay  if 
he  gets  it  from  the  owner.  If  it  is  money  it  is  again  rights 
to  future  income,  against  everybody,  for  which  somebody  must 
give  the  owner  a commodity  or  service  if  he  expects  to  get 
his  mone5^.  If  it  is  a "credit",  in  the  ordinary  meaning,  it 
is  a right  to  future  income  against  a particular  person  which 
the  latter  can  satisfy  only  by  paying  the  owner  of  the  credit 
the  amount  of  money  called  for. 

Of  course  these  fanciful  meanings  of  words  confuse  a 
purchase  with  a debt  and  the  buyer-seller  relation  with  the 
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oredi tor-deb tor  relation.  But  this  is  not  counting  the  same 
thing  twice.  Macieod^s  meaning  is  plain.  By  starting  v\/ith 
property-rights  instead  of  physical  things,  he  generalizes 
ail  such  rights  into  "credits”  in  order  to  convert  future 
income  into  present  "econom.ic  puantities".  Then  when  "rights" 
are  alienated  and  acquired  at  law  the  "economic  quantity" 
of  those  rights  is  measured  by  the  ratio  of  exchange  with  a 
similar  quantity.  It  is  this  economiic  quantity  of  Macieod^s 
property  "rights"  - a .^uantity  having  future  timie  as  one  of 
its  difaensions  - that  has  been  overlooked  by  his  critics. 

The  reason  for  this  oversight  is  not  difficult  to  see.  They 
simply  did  not  have  and  did  not  understand  that,  as  a lawyer 
familiar  with  property,  the  fundamental  fact  vjith  which 
Macleod  dealt  was  Futurity.  It  is  this  that  miakes  an  expected 
debt-paym.ent  exactly  like  an  expected  sale  of  a commodity  for 
money.  Each  is  expected  to  bring  in  a money  incomie.  By 
"credit"  Macleod  moans  the  -right  to  future  income.  It  is 
this  futurity  that  is  overlooked  by  his  critics. 

Thus  Bohm-Bawerk,  his  most  painstaking  critic,  who 
himself  did  miost  of  all  economists  to  bring  Futurity  into 
subjective  economics,  could  not  understand  Macleod  who  had 
preceded  him  twenty  years  by  bringing  Futurity  into  objective 
economics.  If  economics  deals  solely  with  property-rights, 
plainly  it  deals  only  with  Expectation  of  Income.  And  if 
these  expectations  are  to  have  a present  existence  as  an 


1 But  see  below  on  Sales  in  Section  4,  Pay  Communities. 
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ec anomic  quantity  vyhich  can  be  measured,  instead  of  a 
ps^^choiogicai  feeling  which  can  only  be  illustrated^  then 
Macleod  found  read57-  at  hand,  in  banking  and  credit,  the 
objective  existence  of  this  economic  quantity.  He  need  only 
extend  it  to  all  property-rights,  whether  commodities,  money, 
or  credit.  If  the  term  credit  was  fancifully  extended,  it 
was  because  Macleod  had,  in  the  idea  of  credit,  a valid 
principle,  Futurity,  which  united  under  one  head  all  the 
special  cases  of  ownership  of  commodities,  of  money  and  of 
individual  debts.  It  is  this  objective  Futurity  that  Bohm^- 
Bawerk  could  not  understand  when  applied  to  physical  commodities. 
It  is  plain  enough  when  embodied  in  banking  and  investment, 
but  how  is  it  that  rights  of  property  in  physical  goods  are 
also  nothing  else  but  Futurity  in  its  objective  manifestation? 

He  speaks  correctly  in  naming  Macleod  a legitimiate  but  dis- 
owned child  of  the  dominant  theories  of  the  time.  He  vyas 
disowned  because  he  made  "credit”  the  subject  matter  of  his 
science,  instead  of  things,  under  the  mistaken  impression  of 
his  critics  that  he  counted  both  things  and  credit. 

Whatever,  then,  has  exchange-value  is  credit,  and  credit  is 

wealth.  Macleod  traces  this  idea  back  to  the.  Physiocrats.  Cyies- 

nay,  first,  distinguished  Value  in  Use  from  Value  in  Exchange. 

The  former  was  -^goods”  (Biens)  the  latter  was  "wealth" 

1 

(Richesses).  But,  for  the  Physiocrats,  neither  Labor 
nor  Rights  were  v/ealth.  Then  Adam  Smith  added  Human 
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Abilities  and  Credit.  Under  the  title  of  "fixed  capital", 
he  included  "the  acquired  and  useful  abilities  of  all  in- 
habitants or  members  of  society."  Smdth  also  included  bank 
notes,  bills  of  exchange  and  other  securities.  But  these  are 
only  rights  of  action,  or  credit,  and  not  different,  except 
as  to  "the  sources  from  v^hich  they  spring",  from  Funds, 

Shares,  Goodvall,  the  Practice  of  a professional  man.  Copy- 
rights, Patents,  policies  of  insurance,  all  of  vyhich  are 

2 

"exchangeable  rights".  Likev\7ise,  John  Stuart  Mill  had 

3 

defined  wealth  as  ^^everything  which  has  power  of  purchasing". 

But  there  was  a double  meaning  of  ’.Tealth,  says  Macleod, 
in  Adam  Smithes  usage.  In  the  first  half  of  his  work  wealth 
was  defined  as  the  "annual  produce  of  land  and  labor";  in  the 
second  half  as  anything  exchangeable.  Ricardo  followed  the 
first  half  and  adopted  Labor  as  the  essence  of  Wealth  and 
Value.  Macleod  follov^od  the  second  half  and  adopted  Ex- 
changeability as  the  essence  of  Wealth  and  Value.  J.  S.  Mill 
4 

followed  Ricardo. 


1 Ibid.,  76. 

2 Ibid. , 88.,  See  Macleod^s  Table,  p.  10  above. 

3 TBIZ. , 89. 

4 Ibid. , 80. 
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3*  Discount  and  Profit 

The  practicahie  outcome  of  Macleod^s  commodity  theory 
of  rights  was  its  bearing  upon  the  discount  rate  of  the  Bank 
of  England.  Angeli  has  said  that  ”Macieod  v.as  the  first 
writer  to  see  that  the  discount  rate  is  one  of  the  primary 
determinants  of  the  foreign  exchange  rates,  and  that  it  may 
be  manipulated  in  such  fashion  as  to  correct  the  exchanges. 
Credit  for  the  observation  is  usually  given  to  Goschen,  who 
did  not  bring  out  his  study  for  another  half  dozen  years.” 
G-oschen  was  more  comprehensive  than  Macleod  ”but  not  consciously 
trying  to ‘ do  anything  nev/.  Thus  at  one  place  Macleod  says 
that  the  major  causes  of  a drain  of  specie  are  the  indebted- 
ness of  the  country;  a depreciated  paper  currency;  and  a 
difference  in  the  rate  of  discount,  between  any  two  countries, 
more  than  great  enough  to  pay  the  cost  of  transporting 
bullion.”  Macleod  also  ”came  quite  close”  to  ”interpreting 
the  short-run  relations  between  money  and  prices  in  terms 
of  changes  in  banl:  reserves  and  in  discount  rates”,  after- 

v/ards,  in  1883,  given  its  ”oomplete  and  unequivocal  form” 

1 

by  Sidgwick,  and  more  completely  by  Marshall,  in  1888. 

The  way  in  v^hich  Macleod  came  about  his  theory  of 
manipulating  the  discount  rate  and  thus  regulating  both  the 
drain  of  specie  and  the  level  of  domestic  prices  was  through 
his  theory  of  the  "manufacture  of  debts”  and  the  public  purpose 
rather  than  private  profit  of  the  Banlc  of  England.  ”A  banker”, 

1 Angeli,  James  T/'.  , The  Theory  of  International  Prices, 

138,  118,  1£3,  (1926). 
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says  Macieod,  "never  buys  a Bill  with  Cash  in  the  first 
instance.  He  buys  the  hill,  which  is  a debt  payable  at  a 
xuture  time,  oy  giving  his  customer  a credit  in  his  books  for 
the  amount  of  the  debt,  less  the  discount;  which  is  a right 
of  action  the  custom.er  has  to  demand  the  money  if  he  chooses. 
That  is,  he  buys  a right  of  action,  payable  at  a future  time, 
by  creating  or  issuing  a righi  of  action,  payable  on  demand." 
From  this  it  follows  that  bankers  are  "not  intermediaries 
between  persons  who  want  to  lend  and  those  who  want  to  borrow. 
The  fact  is,  that  a banker  is  a trader,  whose  business  is  to 
buy  Money  and  Debts,  by  creating  other  Debts."  Consequently 
the  banker^s  profit  does  not  consist  in  "the  difference  be- 
tv^een  the  interest  he  pays  for  the  money  he  borrows  and  the 
interest  he  charges  for  the  money  he  lends.  The  fact  is  that 
a banker ^s  profits  consist  exclusively  in  the  profits  he  can 
make  by  creating  and  issuing  credit  in  excess  of  the  specie 
he  holds  in  reserve.  A bank  v/hich  issues  credit  only  in 
exchange  for  money,  never  made  and  can  by  no  possibility 
make  profits.  It  only  begins  to  make  profits  when  it  creates 
and  issues  credit  in  exchange  for  debts  payable  at  a future 
time."  "The  essential  and  distinctive  feature  of  a bank  and 
a banker  is  to  create  and  issue  credit  payable  on  Demand; 
and  this  credit  is  intended  to  be  put  into  circulation  and 
serve  all  the  purposes  of  money.  bank,  therefore,  is  not 

an  office  for  borrowing  and  lending  mone5^:  but  it  is  a 
manufactory  of  credit.”  ”Just  so  miuch  as  ho  can  maintain 
his  credit  in  circulation  over  and  above  the  cash  he  keeps 

in  reserve,  he  increases  i-is  profit,  and  he  practically 
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increases  the  capital  of  the  country.”  These  quotations 
from  Macieod  are  the  logical  deductions  from  the  commodity 
theories  of  the  physical  economists  who  included  metallic 
money,  liils  of  exchange  and  ‘banlc  notes  in  the  circulating 
capital  of  the  country.  If  commodities  are  manufactured, 
bought  and  sold,  and  if  commodities  are  circulating  capital, 
then  the  banker,  whose  business  it  is  to  create  a "saleable 
debt"  which  performs  all  the  functions  of  metallic  moneyj 
is  a manufacturer. 

Ivlacleod  also  logically  follows  the  physical  economists 
in  his  failure  to  distinguish  interest  from  profits,  a defect 
Vvihich  itself  is  involved  in  the  commodity  theories.  Commodities 
are  manufactured  and  sold  for  the  sake  of  profit,  and  ^Just 
as  the  v\/holesaler  buys  from  the  manufacturer  at  a certain 
price  and  sells  to  the  retailer  at  a higher  price,  so  the 
banker  buys  a debt  at  one  price,  by  discounting  it,  and  sells 
it  at  a higher  price  - its  face  value.  For  "discount" 
and  ^interest"  are  only  two  different  miethods  of  computing 
the  same  rate  of  profit,  with  an  unimportant  difference  in 
the  computation.  By  advancing  the  complete  sum  and  waiting 
till  the  end  of  the  year,  the  "profit"  is  Interest.  By  re- 
taining the  profit  at  the  time  of  the  advance,  and  advancing 
only  the  difference,  the  "profit  is  Bisco^unt. 

This  discounted  value,  then,  is  the  price  of  the  debt. 

The  banker  manufactures  his  own  demand-debt  to  serve  as 


1 1 Banking  325,  326,  357,  358. 

2 1 Banking  392. 
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money,  and.  w^ith  tIJ.s  he  buys  the  time  debt  of  his  customer,  which 

afterwards  increases  in  value.  Thus  he  says,  ”the  Unit  of 

is  the  Right  to  demand  LiOO  to  be  paid  one  year  hence. 

The  sum  of  money  (demand  debt)  given  to  purchase  this  unit 

of  debt  (time  debt)  .is  its  Price:  and  of  course,  the  less 

the  price  given  to  buy  the  fixed  unit  of  debt  the  greater  is 

the  Value  of  Money,  But  in  the  Commerce  of  Debts  it  is  not 

usual  to  estimate  the  Value  of  Money  by  the  price  paid  for 

the  debt.  As  mone^^  naturally  produces  a profit,  it  is  clear 

that  the  price  given  for  a debt  payable  one  year  hence  must 

be  less  than  the  debt.  The  difference  between  the  price  and 

the  amount  of  the  Debt  is  the  profit  made  by  buying  it.  This 

difference,  or  Profit,  is  termed  Discount.  And  it  is  clear 

that  as  the  Price  of  the  debt  increases  or  decreases,  the 

discount  or  profit  decreases  or  increases.  In  the  Commerce 

of  Debts  it  is  always  usual  to  estimate  the  Value  of  Money 

by  the  discount  or  profit  it  yields.  Hence  in  the  Commerce 

of  Debts  the  Value  of  Money  varies  dircctl.y  as  Discount. 

This  rule  embraces  both  branches  of  commerce  - the  commerce 

in  goods  and  the  commerce  in  debts.  The  Value  of  Money 

varies  inversely  as  price  and  directly  as  discount. 

In  the  commerce  of  commodities  the  value  of  money  means  the 

quantity  of  the  commodity  it  can  buy:  in  the  commerce  of 

debts  it  means  the  profit,  or  Discount  made  b.y  buying  the 

debt,  . . The  rate  of  interest  or  discount  is  the  Amount 

1 

of  Profit  made  in  some  given  Time,  as  the  year." 


1 Banleing  57-59 
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Fiirthermore,  this  amo-Qjnt  of  profit  or  discount,  which 

is  the  ”vaiue  of  money",  is  determined  in  the  same  way  in 

which  the  profits  of  other  "business  men  are  determined, 

"A  trader  makes  profits  hy  buying  goods  at  a lower  price 

from  one  person  and  selling  them  at  a higher  price  to  another. 

So  a banker  buys  a commercial  debt  at  a lower  price  from  one 

person  - namely,  his  own  custom.er  - and  sells  it  at  a higher 

price  to  another  - namely,  to  the  acceptor,  or  debtor.  Thus 

the  debt  the  banlcer  buys  is  increasing  in  value  every  day 

from  the  time  he  buys  it  until  it  is  paid  ofi.  It,  therefore, 

produces  a profit,  and  is  therefore  circulating  capital,  just 

in  the  same  way,  and  for  the  same  reason,  that  the  ordinary 

1 

goods  in  any  trader ^s  shop  are." 

Here,  of  course,  is  failure  to  distinguish  an  increase 
in  value  due  to  a period  of  waiting,  from  an  increase  in 
value  due  to  buying  in  a cheap  market  and  selling  in  a dear 
market.  It  is  failure  to  distinguish  a future  lapse  between 
two  points  of  tim.e  on  the  same  debt  market  from  a present 
point  of  time  on  two  commiodity  m.arkets  -*  in  other  words, 
failure  to  distinguish  futurity  from  scarcity.  This  distinction 
is  immaterial  if  the  banker  is  a manufacturer  of  demand  debts, 
in  the  present,  serving  as  m.one.y  with  which  to  purchase  time- 
debts  manufactured  also  in  the  present  by  business  men.  Both 
are  commiodities ; both  are  created  for  the  sake  of  future 
profit;  both  are  exchanged  upon  the  same  market  at  the  same 
time;  the  difference  being  that  the  banker ^s  debt  is 


1 1 Banicing,  357,  358 
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marfu^ac tured  to  circulate  as  money,  but  tiie  business  debt 
is  created  to  obtain  that  money.  Yet  it  was  this  idea  of 
private  profit  to  be  made  upon  the  manufacture  of  debts  that 
enabled  Macleod  to  set  forth  the  public  duty,  as  against 
private  profit,  of  the  Bank  of  England. 

In  the  first  place  he  had  to  clear  the  ground  of  the 
confusion  of  ideas  which  looked  upon  banlc  notes  as  different 
from  banl^  deposits.  It  was  this  confusion  that  underlay  the 
Bank  Act  of  1844  which  separated  the  Bank  of  England  into 
two  departments,  the  Issue  Department  for  bank  notes  and  the 
Banking  Department,  for  banJc  deposits.  In  the  issue  department, 
according  to  this  Act,  no  issues  of  banlc  notes,  beyond  an 
original  Guantit57'  authorized  in  the  statute,  could  be  made 
except  upon  deposit  by  the  customer  of  an  equal  amount  of 
gold.  Bank  notes  had  come  to  be  looked  upon  as  in  some  way 
a function  of  government,  and  hence  all  discretion  in  issuing 
them  beyond  the  amount  of  gold  held  against  them  should  be 
taken  from  the  Banlc  by  compelling  the  Bank  to  retire  as  much 
gold  as  it  issued  in  notes.  But  bank  deposits  were 
considered  in  the  Act  to  be  a purely  private  and  even  secret 
affair  between  the  bank  and  its  customers  in  which  the  govern- 
ment should  not  interfere. 

But  Macleod  contended  that  each  was  of  exactly  the  same 
nature,  legally  and  economically.  Legally  each  was  a demand- 
debt  created  by  the  Bank  to  serve  as  money.  A bank  deposit 
was  as  much  an  ”issue”  of  money  as  a bardc  note,  because  each 
was  the  manufacture  of  a debt  payable  in  gold  on  demand.  And 
economically  their  effects  were  just  the  same,  because  each 
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served  the  same  purpose  of  drawing  out  gold  on  demand  for 

export.  Deposits  are  "merely  so  many  banlz  notes  in  disguise. 

They  are  nothing  but  an  enormous  superstructure  of  credit, 

reared  upon  a comparatively  small  basis  of  bullion:  exactly 

like  the  Issues  of  Dotes.  . . These  apparent  deposits, 

instead  of  being  so  much  cash,  are  nothing  but  the  credits 

or  rights  of  action  the  banlcs  have  created  as  the  Price  with 

vdiich  they  have  purchased  the  Cash  and  Bills  which  figure 

on  the  other  side  as  Assets.  A sudden  increase  in  Banicing 

Deposits  is,  in  reality,  nothing  more  than  an  inflation  of 

credit:  exactly  similar  to  a sudden  increase  in  Bank  Dotes 

. . . and  the  diminution  of  Deposits  is  not  a diminution 

1 

of  deposits  in  Cash:  it  is  a contraction  of  Credit." 

The  result  of  the  Banlc  Act  of  1844  turned  out  as 
Kacleod  predicted.  According  to  the  Act,  if  gold  is  with- 
drawn from  the  Issue  Department  for  export  then  the  Bank 
reduces  its  notes  by  just  the  amount  of  the  withdrawal.  The 
theory  was  that  this  reduction  of  notes  would  cause  a re- 
duction in  the  prices  of  home  commodities  so  that  it  would 
be  more  profitable  to  e:^port  commodities  than  bullion,  and 
so  vjould  stop  the  drain  of  gold.  But,  behold,  the  Banlc  Act 
left  a "gap"  in  the  banking  department.  G-old  could  be  with- 
drawn far  export  from  that  department  merely  by  presenting 
checks  and  demanding  gold,  and  there  wo’uld  be  no  reduction 

in  the  volume  of  banlc  notes  although  gold  was  leaving  the 
3 

country.  "There  are,  in  reality,  tw’ o leaks  to  the  ship. 

1 1 Banicing  329. 

2 Ibid.,  412. 

3 2 Banking,  342,  343. 


The  framers  of  the  act  could  only  perceive  one;  and  they 

only  provided  against  one:  and  were  utterly  astonished  to 

find  the  ship  rapidly  sinlcing  from  the  other  leak,  which  they 

had  forgotten.  The  Bank  Act  had  to  be  "suspended"  in  the 

* 

crisis  of  1847  in  order  to  permit  the  Bank  to  issue  notes  in 

excess  of  the  gold  v/hich  was  "being  dravm  off  from  the  issue 

department  to  the  hanlcing  department,  and  thus  save  "business 

2 

men  and  other  hankers  from  ”totai  destruction”* 

Tiie  difficulty,  according  to  Macleod  was  in  the  older 
theory  ”that  gold  was  only  sent  to  pay  a balance  arising  from 
the  sale  of  goods,  and  that  therefore  it  must  cease  of  it- 
self whenever  these  payments  were  made.  But  this  is  a profound 
delusion.”  ”If  the  Rate  of  Discount  in  London  is  Zfo  and  that 
in  Paris  is  6fo,  the  simple  meaning  is  that  gold  may  he  bought 
for  3^  in  London  and  sold  for  6^  in  Paris.  But  the  expense 
of  sending  it  from  one  to  the  other  does  not  exceed  con- 
seciuently  it  leaves  2-|-  to  2^fo  profit  on  the  operation. 

When  the  rates  differ  so  much,  . . persons  in  London  fab- 

ricate bills  upon  their  correspondents  in  Paris  for  the 
express  purpose  of  selling  them  in  London  for  cash  which 
they  then  remit  to  Paris  and  which  they  can  sell  again  for 
6^.  And  it  is  quite  evident  that  this  drain  will  not  cease 
so  long  as  the  difference  in  the  Rates  is  maintained.  More- 
over, merchants  in  Paris  immediately  send  over  their  bills  to 
be  discounted  in  London,  and,  of  course  have  the  cash  remitted 
to  them.  The  only  way  of  arresting  such  a drain  is  to 


1 Ibid.,  342,  342. 

2 Ibid. , 170. 
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i 

equalize  the  Rates  of  Discount  in  the  two  places.” 

And  he  set  forth  this  general  principle:  "When  the  Rate 

of  Discount  "between  any  two  places  differs  by  more  than 

sufficient  to  pay  the  cost  of  transmitting  Bullion  from  one 

place  to  the  other,  Bullion  will  flow  from,  where  discount  is 

2 

lower  to  where  it  is  higher." 

Of  this  principle  he  said,  "hov^ever  it  might  have  been 

known  among  commercial  men,  it  had  never  yet,  that  we  have 

seen,  found  its  way  into  any  commercial  book  whatever,  and 

most  certainly  had  never  been  brought  forward  prominently 

before  the  public  in  Currency  discussions,  as  a cause  of  an 

adverse  Exchange,  wholly  irrespective  of  any  indebtedness  of 

5 

the  country,  or  of  the  State  of  the  paper  currency." 

How,  then,  is  this  Rate  of  Discount  to  be  raised  when 

gold  is  leaving  the  country  and  lowered  when  it  is  coming 

into  the  country?  Can  it  be  left  to  the  private  competition 

of  bankers,  each  of  them  making  private  contracts  with  their 

customers  for  the  profit  of  each?  The  Bank  of  England  directors 

had  contended  that  the  rate  of  discount  was  a private  affair 

between  themselves  and  their  business  customers  and  their 

banicing  customers  v^/ho  kept  their  reserves  at  the  Bank,  each  in 

the  pursuit  of  his  own  interest  in  seeking  his  o\ivn  profit.  But 

iViacleod  shov/ed  that  competition  caused  an  "inordinate  increase"  in 

the  number  of  ba.nkers,  leading  to  low  rates  of  discount  when  the 

4 

rates  should  be  high  to  prevent  the  export  of  gold.  Moreover, 

1 1 Banking,  418. 

2 2 Banking,  344. 

3 Ibid. 

4 27139. 
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”the  interest  of  the  merchants  always  is  to  get  accommodation 

as  cheap  as  possible*”  l^ovj  that  the  BarOc  of  England,  by 

the  custom  that  had  grown  up,  had  become  the  repository  of 

the  gold  reserves  of  the  country  banks,  its  discount  policy, 

in  times  of  foreign  drain  of  gold,  must  control  the  policy  of 

the  other  banks.  Hence  it  becomes  the  duty  of  the  directors 

of  the  Bank,  in  advance  of  a crisis,  to  act  against,  not 

only  their  own  immediate  interests,  but  also  against  the 

immediate  interests  of  the  business  public  and  of  the  other 

banks,  if  the  gold  reserves  of  the  nation  are  to  be  kept 

intact.  The  Bankas  private  interests  must  be  subordinated 

to  its  public  duty.  ”It  is,  says  Macleod,  ^^the  imperative 

duty  of  tile  Banlc  of  England  to  keep  a steady  watch  upon  the 

Rates  of  Discount  of  neighboring  countries,  and  to  follow 

these  variations  so  as  to  prevent  its  being  profitable  to 

2 

export  bullion  from  this  country.” 

In  the  depression  of  1857  the  Banic  directors,  for  the 
first  time,  acted  upon  this  principle  of  pu^blic  duty  uttered 
previously  by  Macleod  and  headed  off  the  outflow  of  gold  by 
early  advances  in  the  discount  rate.  And  John  Stuart  Mill 
testifying  in  1857  before  a parliamentary  conimittee  could  say 
that  while  the  Bank,  prior  to  1847  had  acted  on  the  principle 
that  they  had  nothing  whatever  to  consider  but  their  interest 
as  a bank;  and  that  wiiile  in  the  Act  of  1844  Sir  Robert  Peel, 
its  author,  had  assured  the  Bank  that  "anything  they  did  as 
mere  bankers,  in  the  management  of  their  deposits,  was  no 


1 2:566. 

2 1 Banking,  418 


■v *■  j ■ 


:^!v\  'r? 


i: 


.1 


i- 


. ...i 


-43- 


503 


concern  of  the  public,  but  only  their  ov;n  concern",  yet 
since  1847  they  had  become  aware  "that  an  establishment  like 
the  Bank  is  not  like  other  bankers,  who  are  at  liberty  to 
thinlc  that  their  single  transactions  cannot  affect  the 
commercial  world  generally,  and  that  they  have  only  their  own 
position  to  consider.  The  transactions  of  the  Bank  necessar- 
ily affect  the  whole  transactions  of  the  country,  and  it  is 
incumbent  upon  them,  to  do  all  that  a bank  can  do  to  prevent 
or  mitigate  a commercial  crisis.  This  being  the  position  of 
the  Banlc,  and  the  Bank  being  much  more  aware  of  it  since  1847 
than  they  were  before,  they  have  not  acted  so  entirely  as 

before  on  the  principle  that  they  had  nothing  to  consider 

1 

but  their  own  safety," 

Thus  the  Banie  of  England  vms  the  first  great  concerted 
movement  of-  private  business  men  under  modern  capitalism  to 
acknov;ledge  their  responsibility  to  the  public,  arising  out 
of  the  fact  that  national  x'velfare  had  come  to  depend  upon  them 
by  the  very  fact  of  their  concerted  action  as  a great 
corporation,  and  wholly  apart  from  the  acts  of  government 
wliich  had  expressly  left  them  free  to  pursue  their  own 
interests  in  their  own  way.  It  required,  indeed,  the  strong 
pressure  of  public  opinion  before  they  were  willing  to  accept 
the  theories  of  economists  like  Macleod,  but  Ifacleod  himself 
could  sa^T-,  in  the  6th  edition  of  his  work  on  Banking,  "The 

1 Quoted  by  Beckhart,  B.  H. , The  Discount  Policy  of  the 
Federal  Reserve  System  28  (1924).  T..is  volume  gives  an 
excellent  historical  sketch  of  the  bank-rate  discussion 
in  Englsnd  and  the  resulting  for.mula  of  discount  policy 
based  on  the  experience  from  1797  to  1850, 


1 


J.  . . • V-:  -ti/j-  . , aJ.r'jo  T^vc  • 

j a y;:.x  .'.T " '‘b'>‘,f::.z  ■v>.^yJ^yx3 


’'  c : - ■■  ’ ' ^ ’ ■■*  • -'  -■.■  •■•■'':.  c V^'-’  -'  ■ I viv'-d'-:xlKi  '..t d ‘ v{-  'a/i.t 

^ ;■  •■ :•'  ;-8  ;;•'  ^ .■•:;:xdi;vt  .’,*  ■ 

'*'"  ■'  / •?  ■.■'•■  - ‘‘r::  rJ-  = ^ l.i:  - t‘ic  W ixtxO'ii^n'yi'd-’v 

■ - T-rd:'... d' :;av- ' 0^  ^loxa-xacq  • 

' • - '■  v’ k,U:v  -..j-  ’ 

,,,  ^ .,  ;v-:^  ;-  a>d]  ■.,  r-;i  ^ T, /■  ■ ■ * j' . j. vXv:y  • cT H 


zn 


■a:. 


, zi,rz  ••  .£u.ai-vi--  e •a;ti?::^iyim  ^id"- 

• • • ^rc•'.  .a ■3;xv’"s' • ■■:.•  ,.>■•.:•':■  ■^fJB.  vd'Xid^:  a.-Tt 

X yxQB.  v:rc^<  ,^vo;t  3x0/;-  rjBd.j  ' ' 

'„  Vl'  ••  -^i  J:  iiil;0.  .Ox'"-;..  J/li  xq . r id'  HO  OTOxSd'  ' 

''yyr-.  ■•  •tIo-  '•  •u.ad  ■ 

•A^::t;  fil'd  .dBW:-  dr.  &.5d..d3;d?d: 

' ■•  '•’ ^'  ' •’  • • ' •■"  - ••‘^^vfrA^a3d’-:;dd.yLr^:^d  -A;  V.  d/- •yy^rav'Cni 

- ^ •'  ■ ? • ■•  ■■' •■•'■ '-  ■ '^-1-  ■■•  Y.^  Ji.7..:u,-.v,-,a..5-,x::.  -a  ^-  ■?:;,•  . .:V ; iis  tv:any  o'.: 

«V  -s.'-'C;-;,  fu-i-:,  o-sYi-itJa-  •■  ..-•’sO/.j.fcArjEJi.  aop'/^'  a.-ij  "ao 


Y d 


d Bv 


v I, 


• f , • . . 


’di  'J  r _,y 

'A.  . V;^  ,Ti.;; 

" .. 


;;  i ^A:T; ‘^o  ^ A ..■:••:•  9 v 'A;;;: 

-•■-■=  divr:/;  ! ...  , -Y  ? dddv,'  z^as-.  ai.*^  i^NAxo-'-xos’ 
-■  Oa^'r  ;,a.A  A[A:'--^Ar3..:>d.:-doidv^ 

n ; ■ .v;i\,-;.rvd-;-.ri-.-..l^.  qx  adaodao-ar 

-1 '.v  xSfCi’  '-vi '1:  i ' "G  ciic-stci  xdd  ' a'ajBf?3'ia 
••'  ^ ” ■a.>ii  L ^ " a .aTiQ  10  r.  i lo  = o.oio  axld  o ad 
' “ ‘ 'ylaoe 


. . J ; 


■-  -',  •'  • *-.  • v -;-i  .,'.  i aCi  . dV  IfiVaO:)-;  ■■OX’Y'ax'’  ■'*''*■ 

"Y '•,; .^  - •^■'■■'■■■'  -Y-.y:a7'..'-a.Kf  .Yi,:,.:.:^,o,.j 

a . Y^.r:.;  r: Ad' . iii  ■ ■ 

' ' -■  ■ *•  Ad.ar;:cB  ■•arlj";  .Oar?.8d' 


..,,',:.:4&.;A. 


504 


-44- 

necessity  of  passing  the  Act  of  1844  was  a deep  discredit  to 

the  Directors  of  the  Barik:.  It  was  a declaration  that  they 

were  incompetent  to  manage  their  own  husiness.  But  now  that 

they  have  shewn  that  they  are  perfectly  able  to  do  so,  it  is 
1 

no  longer  necessary.” 


1 2 Bardcing,  367.  See  recent  proposals  of  the  Midland  Bank 
(date?)  on  the  necessity  of  changing  the  Bank  Act  so  as 
to  afford  elasticity  and  greater  discretionary  power, 
similar  to  that  authorized  in  the  Federal  Reserve  Act. 
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4.  Pay  Communities 

We  have  suggested  above  the  ultimate  source  of  Macieod^s 
fallacies  respecting  debts  as  commodities  manufactured  by 
bankers,  and  interest  as  profits  derived  from  that  manufacture. 
It*  is  a fallacy  respecting  Time*  h debt  is  not  a Commodity 
- it  is  an  Institution*  hnd  the  Institution  consists  in  two 
collective  practices  respecting  future  time  which  have 
gradually  been  introa.uced  through  custom  and  group  action, 
namely  the  enforcement  of  promises  to  pay  and  the  negotiability 
of  these  promises*  With  these  two  collective  devices  the 
mere  promise  to  pay  at  the  termination  of  a future  lapse  of 
time  - either  a specified  date  as  in  the  case  of  time-debts, 
or  an  unspecified  date  as  in  the  case  of  the  demand  debts  of 
banlcers  * notes  and  deposits  - is  made  transferable  on  the 
markets  like  a commodity*  This  time-debt  has  a present  ”mass'^ 

of  value;  this  mass  has  a price  which  is  also  a promise  to 

pay  - in  this  case  a promise  to  pay  on  demand. 

What,  then,  is  this  object  which  is  to  serve  as  the  means 

of  payment?  Is  it  a commodity,  or  is  it  also  merely  an 

institution  created  by  the  collective  action  of  society? 

1 

Knapp  has  given  the  answer*  The  means  of  payment  is  not  a 
commodity,  or  gold,  or  silver,  or  other  corporeal  thing*  It 
is  merely  a collective  release  from  debt,  which  also,  by  the 
device  of  negotiability,  is  made  to  circulate  like  a commodity. 
If,  then,  both  the  debt,  or  promise  to  pay,  and  the  release 
from  debt,  or  means  of  payment,  are  institutions  transferable 

1 Knapp,  G-eorg  Friedrich,  The  State  Theory  of  Money.  (Trans- 
lated and  abridged  1924.  First  German  ed.  1905)  Citations 
are  to  the  translation*  See  also  Revie^w  by  ? 


•■:■.=  ^-•.  ;•■:■  •^:*>  / ■:  ^ 
— ' • • *■  ■•  ■-  ■:-w:  •.;;■■  ..  ::/■  :,f'y :■:■  ■\  . : V;;U:  , :v 

■ • ^ f --  « ■ . >•;  • . . 7 cj  fvJ  • : v 

■ '■  ■ ' '‘  ^ ■■  ' • • * '■r:n  'If  Ji  -■ 

••  ^ ^ ‘^'Z  I :f 

^ ^’  ■•••,  : .f.r.  ; iz 

’ ■■  ■ • ' .'  ' •'-  V 

■ :' ••  ■■■•■■  ■ ■ i ‘:’ •, 

■ •■  ••'•!  f «f' ••’—■<  ' . '.  hi  i ■^•'-.-vq  ;■  .■•■^ 

••  •••  • = --  ■'■'■^-  •■•■■^'  v.‘  c ..  ^ 

■ '•  ■ ■ ^ ’■  X ■ ■^un  '•  t'^X'lr-' 

• • aj 

'■■'■  ' '■'  ■'’  '■'■i.  '.  - U...'  st'i*::’  'v,j 

•-.■  •■•:  V'-":j  •.■•  •,M.;v.V-:-^  ;?  3-iiAV  hh‘-r  :';.v  - 

•;’'t  ■ •,' ■•■  ■•■  .;.  :' ■■  ‘••1  i.;''.:'V, 

••:•-:■  ‘a^'i  -Vn.''  ■;  .-X  :::,.  ■.-. 

' ' ■ ' ■■  / ... '•■ : iV}>:*:r.-:  h!--:ni 


v ;.  ••  ;X  ‘ ’C’^'  'vy  ;^ V :3  ^^.v.  .r  ifr^ :, 

\ ’■'<  '•‘-'  •■;  -h-A':!  ,.  -AS 


-46- 


506 


like  commodities,  out  are  not  commodities,  v;c  m.ust  look 
eise^viiere  for  the  tangible  thing  which  is  the  real  commodity 
of  industry,  agriculture,  transportation,  manual  labor,  con- 
sumption and  enjoyment.  V;e  have  found  that  tangible  thing 
made  available  in  the  fact  of  legal  scarcity-control,  by 
means  of  which  the  economic  inducement  and  sanctions  of  per- 
suasion, coercion,  command,  obedience  sooner  or  later  bring 
the  resources  of  nature  into  physical  control  of  him  who  has 
legal  scarcity-control. 

Knapp,  in  many  respects,  is  the  Q-erman  kacleod.  Like 
Iviacleod,  he  rejected  paper  money  and  all  taint  of  John  Law’s 
theory  of  redeeming  paper  money  in  land  or  anything  other 
than  gold  or  silver  metal  recognized  by  statute  as  legal 
tender  and  internationally  valid  according  to  its  purity  and 
weight.  Likewise,  he  founded  his  State  ‘Theory  of  Money  on 
an  exhaustive  study  of  German  and  Austrian  experience,  as  did 
Macleod  his  Common  Lav/  Theory  on  British  experience.  But, 
unlike  Macleod,  he  did  not  carry  over  from  the  physical 
economists  any  imetaphors  whatever  of  a commodity.  He  dis- 
tinguished what  he  called  "the  essential"  from  "the  accidental". 
The  essential  was  legal  "means  of  payment";  the  accidental 
was  metal  or  paper.  Indeed,  in  order  to  safeguard  him.self 
from  metaphors  and  to  "replace  txhe  metallistic  view"  by  an 
institutional  view  "founded  on  Political  Science",  he  invented 
a terminology  of  Greek  and  Latin  terms,  as  do  the  biologists 
v/hen  they  call  an  ape  an  hylobates.  So  metallic  money  is 
h^dogenic  lytric  - a means  of  release  from  debt  by  weighing 
a material,  but  paper  money  is  auto-genic  lytric  - a means  of 
release  from  debt  by  decree,  legislation,  or  court  decision. 
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For,  what  is  ”the  essential”  of  a means  of  payment?  It 

is  to  be  found  by  a generalization  that  v/iii  include  paper 

money,  like  the  Austrian  State  Notes  of  1866,  as  well  as 

metallic  money.  ”For  on  close  consideration  it  appears  that 

in  this  dubious  form  of  ^degenerated  money  lies  the  clue  to 

the  nature  of  money,  paradoxical  as  this  may  at  first  sound. 

The  soul  of  currency  is  not  in  the  material  of  the  pieces, 

1 

but  in  the  legal  ordinances  which  regulate  their  use.”  The 

”metaiiiBt”  or  ”nurnismatist” , says  Knapp,  deals  only  with  the 

”dead  body”  of  money.  He  cannot  explain  either  currency, 

circulation  or  paper  money.  Paper  money  ”may  be  a dubious 

and  even  dangerous  sort  of  money,  but  even  the  worst  sort 

most  be  included  in  the  theory.  Money  it  must  be,  in  order 
2 

to  be  bad  money.”  Knapp  takes  care  to  say  that  he  does  not 
recomm.end  paper  money  pure  and  simple.  know  no  reason 

why  under  normal  circumstances  we  should  depart  from  the  gold 
standard. ” 

Knapp  d s d^essentialdd  of  a means  of  pa.yment  rests  upon 
two  distinctions  - the  difference  between  a releasable  and  a 
non-releasable  debt,  and  the  difference  between  a commodity 
and  a means  of  payment. 

A slave,  we  imay  say,  is  subject  to  a non-releasable 
debt,  v^liich  is  a life-long  duty  to  serve  his  master,  and  this 
debt  is  imposed  and  sanctioned,  not  by  the  master,  but  by  the 
administrative  force  of  the  communit^^  of  which  the  master  is 
a member  and  the  slave  an  unwilling  participant.  But  a free- 
man - the  master  himself  - is  subject  mainly  to  releasable 


1 Ibid.,  2. 

2 T5Td.  , I. 
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debts  (iytric  debts),  from  which,  hov;ever  he  can  free  himself 
by  offering  sometiiing  (lytron)  v^hich  the  community  deems 
acceptable  as  a ransome,  emancipation,  or  payment. 

Knapp  does  not  enter  upon  the  historical  development  of 
releasable  debts  out  of  non-releasable  debts,  which  may  be 
distinguished  as  the  ^^method”  of  release  contrasted  with  his 
”means”  of  release.  But  the  methods  and  the  means  taken 
together  are  the  story  of  Capitalism  itself,  for  that  is  the 
story  of  the  gradual,  and  even  yet  incomplete,  substitution 
of  the  liberty-exposure  relation  for  the  right-duty  relation, 
h debt,  as  Macleod  maintained,  is  the  economic  quantity  of 
which  duty  is  the  personal  behavior.  To  release  from  debt 
is  to  release  from  duty.  Historically  the  stages  are  gradual, 
from  the  enforcement  of  formal  and  implied  contracts,  however 
onerous,  to  successive  enlargements  of  the  m^ethods  of  release, 
all  the  way  from  abolition  of  imprisonment  for  debt,  bankruptcy 
lav»/s,  v;age  exemption  laws  dov;n  to  the  abolition  of  rent 
contracts  in  Ireland,  the  abolition  of  p \biic  utility 
contracts  in  America,  the  gradual  abolition  of  labor  contracts, 
of  truck  payments  and  so  on,  with  the  substitution  of  what  are 
deemed  by  public  authorities  to  be  "reasonable”  service  and 
reasonable  means  and  methods  of  compensation.  Debts  and  duties 
have  thus  been  changed  by  changing  the  methods  and  means  of 
release  from  debt.  Capitalism  is  thus  the  present  status  of 
releasable  debts,  and  Knapp ^ s definition  of  means  of  payment 
is  a special  case  of  the  general  principle  of  the  changes  in 
means  and  methods  that  have  been  going  on  through  the  working 
rules  of  society  for  release  from  debt. 
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This  is  ”the  essential”  of  money,  according  to  Knapp. 

Paper  money  is  not  in  reality  a "debt''  of  the  State,  although 

it  always  carries  a promise  of  the  State  to  pay  - it  is, 

iil:e  metallic  money,  a means  of  release  from  debt.  "It  frees 

us  from  our  debts,  and  a man  who  gets  rid  of  his  debts  does 

not  need  to  spend  time  considering  whether  his  means  of  payment 

were  material  or  not.  First  and  foremost  it  frees  us  from 

our  debts  towards  the  State,  for  the  State,  when  emitting  it, 

acknowledges  that,  in  receiving,  it  will  accept  this  means 

of  payment.  (Verify  the  translation)  The  greater  the  part 

played  by  the  taxes,  the  more  important  is  this  fact  to  the 

tax-payer.  Payment  with  non-material  mone3^  is  for  the 

country  of  its  origin  ;)ust  as  genuine  a payment  as  any  other. 

It  is  sufficient  for  the  needs  of  domestic  trade;  in  fact  it 

makes  such  trade  oossible.  It  does  not  indeed  satisfy  certain 

1 

other  demands,  but  the  phenomenon  is  not  in  itself  abnormal." 

This  doctrine  of  Knapp  has  been  characterized  as  "dan- 
gerous". Witness  Germany,  who  "followed"  Knapp  during  and 
2 

after  the  War.  Such  criticism  is  again  a confusion  of 
justification  with  fact.  Paper  money  may  not  be  justified, 
but  it  is  a fact.  It  certainly  releasevS  debtors  and  taxpayers 
from  their  debts.  So  also  does  the  American  gold  standard. 

The  (uestion  is,  Does  it  release  them  reasonably? 

Knapp's  subordinate  distinction,  the  difference  between 
a commodity  and  a means  of  payment,  rests  upon  the  first,  the 

1 Ibid. , 52. 

2 Anderson,  B.  I\I. , Value  of  Money,  p.  000. 
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difference  between  a releasable  and  a non-reieasabie  debt. 

He  defines  a commodity  as  an  ^exchange-commodity” , starting 
from  what  he  regards  as  ”suf f icientiy  elementary  ideas”. 

In  this  he  states  explicitly  what  all  economists  and  common 
sense  imply  in  the  word  ’’commodity’*  itself,  and  the  word 
’’exchange”  does  not  add  to  the  meaning.  An  exchange-commodity 
is  a commodity. 

But  is  an  exchange-commodity  a means  of  payment?  V/e 

cannot  tell  if  we  loolc  only  to  ’’one  transaction”.  ’’When, 

however,  in  any  society,  for  example,  a State,  it  is  a custom 

gradually  recognized  by  iav\/  that  all  goods  should  be  exchanged 

against  definite  quantities  of  a given  commodity,  e.  g. , 

silver,  then,  in  this  instance,  silver  is.  . . a general 

exchange-commodity.  . . an  institution  of  social  intercourse; 

it  is  a commodity  which  has  obtained  a special  use  in  society, 

1 

first  by  custom,  then  by  law. ” 

This  socially  recognized  exchange-commodity  is  always  a 

’’means  of  payment”.  But  ”it  is  untrue  that  every  means  of 

payment  is  a socially  recognized  exchange-commodity. 

In  order  to  be  a commodity  it  must,  in  addition  to  its  use  in 

the  manner  provided  by  lav/,  also  be  capable  of  a use  in  the 

world  of  industry  and  art.  The  sheets  of  paper,  which  are 

all  the  eye  of  the  craftsman  sees  in  paper  money,  are  an 

example  of  an  object  which  has  no  other  industrial  use. 

They  are  therefore  not  an  exchange -commodity,  though  they 

E 

are  a means  of  exchange.”  ”A  man  who  can  employ  the  exchange - 

1 Ibid.,  5. 

2 Ibid. , 4. 


9ltf a^;:-.7.l3't-r!cni  « rna  3>i  . ,".-3;.'Vv.t orf 

"^r.  l.^’iuoV  , rx:':Tr.C'-3:.^.r':h  ■■■.•'  c;s  . Y;:i.^o!:.i:jf:;<^:... .,.  oJl 

• '-•■'-■  ..’  ■ 'w:8»  ;r^.i',v  fr.o^il 

r^  h:-....,  I'V.  - •^^iriG--: I.f;3  ^ '^£Uf)iiq:vc^  ■ ex]  nl 

.Moo!V-L‘vo;;;:  vi:  pqmi  o.e.uj3 

-■■■■-  1,  :o.u.,  Nr;^i,  '-e^Bilo 


v'  n 


■ . -.  .il..':.\  R \-!  .■:CL.  :'nOr^v^Bil:):^r  ns  3l  .fjJa-, 

• .“aui.;:,  --.  v’’  ^^ool  U.  -Iln^,  ^^onnso 

s -L  o ,..>j  ; til  • 

• Ur-  .mj  'VBl  •x<j: 

;■  :o.;r;  j h’. j..tni^j7_:.  .■a:t.j.i:i 

. ^T  ^vi  j ;: 

'■rtJ  j^L  ch  ^'O-  ..•;•*-} ..t':,-;  •:  - ....  , . 

• '■  - * 1-  **■  J .A  v‘  I - ,.  - ..^  _ . 1 , i n.  i,  • , • • 

" ' ' , ' ''  -•'•*  ■‘^^.^.:' ■ \ •^^^ -f.^C.'MT’ClO-  e i j-J. 

• •'  ' ^ lo;^ VQ.  ^Bul't 

. . ui  , ...  . •■:..■  .;,ar;G oa^i. ;v.j  { C;gb  • aXiliT 

V GiiSf^.r;  V'r->va  r • 

'•■■"  •''•  •.-  .10  8.riBa:n’' 

" :v  j.iD::;vaQ 

'*  'i. •^  ■ 4;/A,.>inc.>  0.  30  'xo&.’-xc  nl 

*■  ^ ■’’^  *'''  :'-U-r*':.3D  ■a^':  .'i;.  ryr,; 

•.-...-  40- ..;^a.-vAyo'-:ct  v3n,,C:‘i  oa.t 

'"■'  " '■  ■ ' -■  •'■>"  ■-•ii'A  ''■A':"'i  XO  J-iiiovy 

if: -iO  y:.Ai. -U^  i\,^  o.;.*  llB 

;Qrr,  :^;,,:,'j.2.,^;,}  g.,^,  ^ | 

'"'  ' -c  . y..eiJ{a  a o;?;: 


'•■■  .' '.'^£21  -•- 

•-£\'  v ,..y :. .*1 


~5i~ 


511 


commodity  he  has  I’eceived  for  some  craft,  hut  cannot  pass  it 
on  in  circulation,  owns  a commodity  hut  not  a means  of  pay- 
ment. ” 

This  metal,  when  used  as  means  of  payment  obtains  a 
name,  the  ”pound^^,  or  ”doiiar^^,  which  becomes  in  course  of 
time,  purely  ^^nominal^'^  so  far  as  the  original  vi/eight  v;as 
concerned.  And  the  name  is  even  carried  over  to  paper  money, 
so  that,  from  the  standpoint  of  original  weight  it  is  not  a 
reality  - the  meaning  has  been  transferred  to  another  purpose, 
a ”unit  of  validity”  for  the  payment  of  debts.  It  is  now 
defined,  not  really,  but  historically. 

Hence,  like  Macleod,  Knapp  distinguishes  money  as  a 
means  of  payment  from  the  coins  or  paper  which  are  the  mere 
"disks”,  "signs”,  "tokens",  "tickets",  having  a legal  sig- 
nificance (chartality,  legal  tender,  government  tender) 
independent  of  their  substance.  "The  word  Hicket^  is  then 
a good  expression,  which  has  long  since  been  naturalized, 
for  a movable,  shaped  object  bearing  signs,  to  which  legal 
ordinance  gives  a use  independent  of  its  material. 

The  meaning  is  to  be  found  out  not  by  reading  the  signs, 

2 

but  by  consulting  the  legal  ordinances.”  Formerly,  before 
legal  ordinances  took  effect,  payment  was  made  by  weighing 
(pensatory) ; now  payments  are  made  by  proclamation  (chartality). 

This  legal  significance  arises  from  custom,  then  is 
taken  over  by  lav;  which  makes  it  universal  within  the  juris- 
diction of  the  State.  In  either  case  this  significance  is 


1 Ibid.,  6. 

2 Ibid. , 32,  33, 
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made  clear  by  Knapp  concept  of  a ^'pay-community”.  A bank 

and  its  customers  "form,  so  to  speak,  a private  pay  community; 

i 

the  public  pay-community  is  the  State.”  V/hat  happens  in 
this  "pay-community”  is  that  the  members  pay  their  debts  to 
each  other  in  "units  of  validity”  v/hich  may  or  may  not  be 
"units  of  value",  but  they  are  "valid”  because  acceptable  to 
the  community,  by  v/hich  is  meant  that  the  community,  as  a 
whole,  makes  them  valid  by  releasing  debtors  from  further 
duty  to  pay. 

A means  of  payment,  then,  differs  from  a means  of  ex- 
change in  that  the  latter  is  a property  of  commodities  having 
exchange-value , but  the  former  is  a socially  recognized  ransome, 
or  release  from  obligation  otherwise  imposed  upon  the  indiTid- 
ual  by  the  community  of  which  he  is  a member  or  participant. 

One  is  measured  by  a unit  of  exchange- value , the  other  by  a 
unit  of  debt-pa,ying  validity.  One  is  economic,  tiie  other  is 
legal.  This  unit  of  validity  is  also  a unit  of  value  insofar 
as  it  has  exchange -value,  though  we  know  from  German  post-war 
experience  that  it  may  have  validity  but  not  value. 

Thus  Knapp  distinguishes  between  releasable  debts 
(lytric,  lytron)  and  non-releasable  debts,  x slave,  we  may 
say,  is  subject  to  a non-releasable  debt,  which  is  a life- 
long duty  to  serve  his  master,  and  this  debt  is  imposed  and 
sanctioned,  not  by  the  master  but  by  the  administrative  force 
of  the  community  of  which  the  master  is  a member  and  the  slave 
a participant.  But  a freeman,  or  the  master  himself,  is 


1 Ibid. , 134. 
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subjbut  mainly  to  releasable  debts  (lytric  debts),  from  which, 
however,  he  can  free  himself  only  by  offering  something 
(lytron)  which  the  community  deems  acceptable  as  a ransome, 
emancipation,  or  pa5rment. 

It  v;iil  at  once  be  seen  that  this  concept  of  ’^means  of 
payment",  or  emancipation  from  debt,  is  a universal  principle 
applying  to  ail  groups  from  primitive  times  to  the  most 
modern,  insofar  as  they  continue  to  be  "going  concerns",  but 
with  widely  different  rules  respecting  the  instruments  and 
performances  that  carry  the  signs  of  release.  Herein  Knapp 
advances  beyond  Macleod,  by  means  of  his  generalized  concept 
of  a "pay  community".  We  need  to  go  only  a step  further  and 
inquire,  what  are  the  sanctions  by  which  the  "pay-group"  en- 
forces upon  members  and  participants  the  acquisition  and  use 
of  that  instrument  of  release  from  debt  wi.ich  is  accepted  by 
all  members  of  the  group  as  a means  of  payment.  There  are  not 
only  the  "legal  sanctions"  of  physical  force,  to  which  a 
purely  "state  theory"  is  limited,  but  there  are  the  moral  and 
economic  sanctions  of  what  he  designates  "private  pay- 
communities".  '^he  legal  sanctions  may  be  designated  legal 
tender  or  legal  performance  - the  others  are  "extra-legal"  but 
customary  tender  or  customary  performance.  Take  his  instance 
of  a commercial  banlc  and  its  customers.  What  compels  the 
customers  to  accept,  in  full  payment  of  debts  owing  them,  the 
demand-debts  of  a solvent  bank  .evidenced  by  such  a ticket  as 
a "bank  check".  The  bank  debts  ore  not  legal  tender,  either 
by  statute-law  or  common  law,  enforced  by  physical  force,  - 
they  are  customary  tender.  Yet  tiieir  acceptance  by  creditors, 
within  customary  limits,  is  economicall^w  though  not  legally. 
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compulsory,  for  any  one  who  wishes  to  do  business  or  to 
continue  in  business  in  that  community  must  accept  these 
checks.  If  he  persistently  refuses  them  nobody  vdthin  that 
pay-community  will  enter  upon  the  ordinary  business  trans- 
actions with  him.  He  is  as  effectively  compelled  to  accept 
the  customary  tender  of  "good”  bank  checks  in  payment  of  debts 
owing  him  as  he  is  compelled  to  accept  legal  tender.  It  is 
not  only  a matter  of  convenience  with  him,  nor  only  a 
voluntary  choice  of  alternatives,  nor  only  the  expectation 
that  he  in  turn  as  a debtor  can  also  pay  his  ov^/n  debts  with 
the  same  or  equivalent  banlc  checks,  nor  the  expectation  of 
redemption  in  legal  tender,  - it  is  a matter  of  economic 
compulsion  - and  it  is  the  economic  sanctions  of  profit  or 
loss,  success  or  bankruptcy,  that  enforce  acceptance  of  the 
customary  tender  of  bank  checks.  So  that  ultimately  nine- 
tenths  of  the  debt  payments  in  the  United  States  are  performed, 
not  by  legal  tender,  but  by  customary  tender. 

The  same  is  historically  true  of  other  "pay-groups”. 

Means  of  payment  originate  as  customary  tender  and  may  or 
may  not  afterwards  become  legal  tender.  For  example,  to 
transfer  Knapp  ^s  G-ermanic  history  to  Anglo-American  pay- 

1 

communities,  at  the  Fair  Court  of  St.  Ives,  in  the  year  1300, 
Richard  May  complained  that  John  Stanground  had  unjustly 
broken  a covenant  in  that  he  had  paid  his  debt  ior  an  ox  and 
a pig  in  "crockards  and  pollards”  instead  of  sterling.  At  the 
time  when  the  covenant  was  made  one  crockard  or  pollard  v^/as 


1 25  Selden  Society  80,  81 
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customarily  rated  at  one  penny  sterling,  but  between  the  date 
of  tiie  debt  and  the  date  of  payment  the  Icing  issued  a proclama- 
tion prohibiting  croclcards  and  pollards  throughout  England, 

”so  that  no  one  should  receive  them  save  only  at  the  rate  of 
two  crockards  or  pollards  for  one  penny  sterling”.  The  jurors 
of  the  Fair  Court  thereupon  decided  that  the  king^s  ordinance 
should  prevail  and  that  Joi:in  should  pay  to  Richard  an  additional 
crockard  for  each  penny  sterling  owed,  with  damages  for  "unjust 
detention". 

The  interpretation  by  Knapp,  applicable  to  such  a case 
as  this,  turns  on  the  meanings  of  his  terms  "unit  of  value", 
and  "unit  of  validity".  He  makes  them  identical,  not  bothering 
about  the  difference  between  legal  validity  and  economic  value. 
The  terms  are  void  of  economic  or  physical  meaning  and  are 
purely  legal  terms  with  a "nominal"  meaning.  This  "nominal" 
meaning  is  that  of  a unit  of  debt-paying  validity,  recognized, 
named  and  enforced  by  the  pay-community,  whether  it  be  the 
community  of  buyers  and  sellers  at  the  Fair  of  St.  Ives,  or 
the  community  of  banlcs  and  business  customers  of  the  Federal 
Reserve  System,  or  the  community  governed  by  a mediaeval  king, 
a modern  legislature  or  modern  dictator.  Individuals  may 
greatly  lose  economic  value,  and  others  greatly  gain  that 
same  economic  value  at  their  expense  in  the  transaction,  as 
did  Richard  gain  and  John  lose  when  the  physical  or  economic 
content  intended  by  the  words  "sterling"  or  "crockard"  was 
changed.  But  this  is  not  the  legal  essence  of  the  means  of 
payment.  The  essence  is  that,  when  the  paymient  is  made  in 
customary  or  legal  tender,  then  the  pa^^-c ommunity  releases 
the  debtor  of  any  further  obligation  to  pay. 
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This  seems  conmion-piace  enough,  and  perhaps  to  he  taken 
for  granted  without  comment,  as  it  was  hy  the  physical  and 
hedonic  economists.  Its  significance  emerges,  of  course,  when 
paper  money  or  hanlc  notes  or  hank  deposits  take  the  place  of 
metallic  money  and  are  enforced  upon  nations  and  even  the 
community  of  nations  hy  the  exigencies  of  war  or  the  scarcity 
of  gold. 

Knapp  places  first  importance,  as  the  ground  which 
maintains  a "means  of  payment",  upon  the  need  of  paying  com- 
pulsory debts  owing  to  the  State,  which  Sdie  names  "govern- 
1 

ment  tender",  and  second  importance  upon  the  payment  of 
voluntary  debts  owed  between  citizens  or  between  the  State 
and  citizens  and  payable  in  legal  tender.  The  first  we  shall 
name  Taxes,  as  typical  of  all  compulsory  debts  and  "government 
tender",  and  the  second  should  be  named  Debts  as  typical  of 
voluntary  debt  and  the  usual  meaning  of  legal  tender.  Taxes 
are  compulsory  debts,  such  as  dues,  fees,  assessments,  customs 
dues,  etc.,  which  the'  citizen  owes,  not  by  reason  of  his 
private  voluntary  initiative,  or  consent,  or  bargaining,  but 
by  a process  of  rationing  by  the  State  according  to  ideas  of 
ability  to  pay  or  otherwise.  They  are  more  accurately  named 
authoritative  debts,  since  they  are  imposed  by  command  and 
not  invited  by  persuasion.  But  voluntary  debts  are  debts 
proper,  since  they  arise  out  of  persuasion  according  to  rules 
laid  down  by  custom,  common  law,  or  statute,  and  are  therefore 
more  accurately  named  authorized  debts.  Authoritative  debts 


1 Edie,  Lionel  D. , Money,  Bank  Credit  and  Prices  46  ff.  (1928). 
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are  taxes,  authorized  debts  are  debts. 

The  distinction  holds  likewise  for  private  associations. 

The  dues,  charges,  assessments,  payable  by  members  to  a 

private  association  are  authoritative  debts,  of  the  nature  of 

taxes  v\/ithin  that  concern,  while  transactions  between  members 

according  to  rules  of  the  association  give  rise  to  authorized 

debts.  Each  kind  of  debt  is  equally  enforced  by  the  "pay- 

community”,  and  the  payment  of  each  is  equally  compulsory, 

but  the  one  originates  V'/ithout  bargaining,  the  other  with 

bargaining.  The  distinctions  shade  into  each  other,  as  shown 
1 

by  Seligman,  but  they  are  clear  enough  to  iurnish  a basis 
for  v;hat  follows. 

The  question  raised  by  Knapp  is,  Y/hich  is  more  influential 
as  the  occasion  for  introducing  an  effective  means  of  releasing 
individuals  from  their  debts  to  other  individuals?  Is  it 
taxes,  the  authoritative  debts  owed  to  the  State,  or  is  it 
the  authorized  debts  owed  betv;een  citizens?  Knapp  answers: 
the  former.  "For”,  he  says,  "as  soon  as  the  State  has  elevated 
a kind  of  money  {say  the  State  notes)  into  the  position  of 
valuta  (receivable  and  payable  by  the  State),  it  cannot  in 
its  judicial  capacity  require  that  the  private  debtor  should 
perform  his  lytric  obligations  (releasable  debts)  in  one  way 
and  the  State  as  debtor  in  another.  So,  if  from  political 
necessity  the  state  announces  that  henceforth  it  will  pay 
in  State  notes,  as  fountain  of  law  it  must  equally  allow  the 
State  notes  to  suffice  for  other  payments.  . . V/hen  there 

is  a dispute  the  State  must  decide  as  a judge  that  a payment 

1 Seligman,  E.  R.  A.,  Essays  on  Taxation  (?);  Social  Theory 
of  Fiscal  Science,  41  Pol.  Sci.  c,uar.  , 3,  29  (1926). 
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in  State  notes  is  sufficient.  If  it  did  not,  it  would,  as 
judge,  "be  condemning  its  ovai  course  of  action,  and  contra- 
dicting itself.” 

While  this  is  logically  true  yet  historically  the  answer 
to  Knapp ^s  question  must  he  relative  to  the  two  factors,  the 
existing  institutions  and  the  urgencies  of  the  State.  When 
the  institution  of  credit  becomes  dominant  in  the  community 
against  the  older  institution  of  metallic  money,  either  by 
custom  (commercial  banlcs  as  above)  or  by  law  (State  Treasury 
notes,  National  Bank  notes),  the  means  of  payment  are  dic- 
tated more  by  the  need  of  paying  debts  than  by  that  of  paying 
taxes.  A t the  same  time  if  the  needs  or  policy  of  the  State 
are  dominant  for  purposes  other  than  the  payment  of  private 
debts,  then  it  is  tliese  peculiar  public  needs  that  dictate 
what  shall  be  used  as  means  of  payment  in  private  transactions. 

Thus  the  two  purposes  of  means  of  payment  operate  together 
and,  historically  have  never  been  separated.  The  Icings  of 
England,  prior  to  the  year  1300,  had  dictated  that  only 
sterling  should  be  accepted  in  paying  all  debts  owing  to  the 
sovereign,  but  it  was  not  until  the  king  prohibited  crockards 
and  pollards  in  private  transactions  that  the  "pay-community” 
of  St.  Ives  eliminated  customary  payments  in  crockards. 

Keans  of  paying  private  debts  are  inseparable  from  means  of 
paying  taxes.  What  the  state  decrees  by  fiat  to  be  a means 
of  paying  taxes,  its  oYm  courts,  indeed,  would  logically 
decree  as  a means  of  paying  private  debts.  But  other  courts,  like 


1 Knapp,  110. 
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the  merchants^  court  of  St.  Ives,  would  continue  their  own 
customary  means  of  payment  until  the  State  actually  prohibited 
them. 

The  more  important  distinction  to  be  made,  therefore,  is 
not  that  Detween  taxes  and  debts,  as  to  wiiich  is  predominant 
in  designating  the  current  means  of  payment,  but  is  the  dis- 
tinction betv^een  public  purpose  and  private  purpose,  as  to 
Vi/hich  shall  prevail  in  designating  the  means  of  payment  of  both 
taxes  and  debts.  Is  it  the  customs  of  business  v/ith  their 
private  purposes,  or  is  it  the  policy  of  government,  whether 
legislative,  administrative  or  judicial,  with  its  public 
purposes?  These  public  purposes  do  not  turn  merely  upon  the 
collection  of  taxes,  v^hich  are  only  a means  of  carrying  out 
the  public  purposes-,  and,  indeed  they  are  not  inconsistent 
with  reduction  of  taxes,  and  therefore  v;ith  their  lessening 
importance  in  prescribing  the  means  of  private  payment. 

For  example,  the  procedure  at  the  Court  of  St.  Ives  was 
repeated  at  the  beginning  of  the  Civil  ^7ar  in  Am.erica.  The 
Congress  at  first  issued  its  "demand  notes"  for  the  purchase 
of  v^ar  materials,  and  usable  as  the  means  of  payment  of 
taxes,  but  not  legal  tender  in  private  payments.  Lut  these 
vjere  not  accepted  by  the  public  in  payment  of  private 
debts,  since  they  were  at  a premium  for  payment  of  custom  dues, 
and  so  went  out  of  general  circulation.  Mence,  in  the  exigencies 
of  Y^ar,  tiie  next  step  vvas  taken  to  compel  circulation  by 
the  issue  of  treasury  notes  (greenbacks)  with  the  legal  tender 
quality  of  payment  of  private  debts,  (though  not  legal  tender 
in  payment  of  customs  dues)  , and  autiiorizing  them  to  be  re- 
issued in  payment  of  government  purchases  but  not  in  payment 
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of  the  interest  on  the  public  debt.  The  Supreme  Court, 
interpreting  the  constitution,  at  first  denied  the  authority 
of  Congress  to  give  the  legal  tender  quality  to  this  paper 
money,  but  later  reversed  itself,  and  the  legal  tender  green- 
back became  a permanent  means  of  payment  of  private  debts. 

The  grounds  of  this  reversal  were  put,  first,  on  the  preserva- 
tion of  the  Union  in  time  of  war,  and  afterwards  on  the  supreme 
authority  of  Congress  to  declaie  public  policy  in  times  of 
peace.  Thus  public  purpose  was  recognized  as  predominant  over 

private  purposes  in  determining  the  means  of  payment  of  private 
1 

debts. 

hgain,  when  the  change  was  made  from  bimetallism  to  the 
gold  standard,  debtors  were  deprived  of  their  ormer  option 
of  paying  in  silver,  but  the  public  purpose  prevailed,  of 
establishing  the  same  gold  standard  as  that  of  England  and 
G-ermany,  in  order  to  facilitate  foreign  trade. 

Again,  in  1910,  when  it  was  determined  to  establish  the 
gold  standard  in  the  Phillipines,  tiie  insular  government 
prohibited  the  export  of  silver  coin.  A merchant  brougiit 
suit  in  the  Federal  court  against  the  Phillipine  government  on  the 
ground  that  he  was  being  deprived  of  his  private  property 
"without  due  process  of  law",  a kind  of  deprivation  prohibited 
by  both  the  constitution  and  the  enabling  act  whicii  set  up 
the  Philippine  government.  His  silver  coin  was  worth  8 cents 
per  dollar  more  in  Hon  Kong  tiian  in  Ifanilla,  and  he  was 
therefore  being  deprived,  not  of  his  coins,  but  of  their 


1 8 Wall.  603  (1869);  12  Wall.  457  (1870);  110  U.  S.  421 

(1889). 


.1 


o!; 


. ..iC  ‘ 


:.•*  : - i;’  ■ -.v 


;i-..  '■  , ::»?b  ; ' 


■'r-  ;■,*  'r.  ‘ 


:i  ■■  ' '■’•ro'".!  *' 

V'  . • Vvi,.- 


-61- 


521 


alternative  higher  scarcity  value.  This  scarcity  value  was 
conceded  to  he  private  property,  but  the  supreme  court  held 
that  ''due  process  of  law",  in  this  case,  meant  the  public 
purpose  of  establishing  a gold  standard,  and,  although  the 
Philippine  government  may  not  have  acted  wisely,  yet  its  act 
was  a matter  of  predominant  public  policy  and  therefore  the 

merchant  was  deprived  of  his  property,  not  without,  but  with 

1 

due  process  of  law. 

These  four  instances  from  Anglo-American  history  indicate 
the  general  principle,  maintained  by  Knapp,  that  the  State, 
as  the  supreme  "pay-community" , establishes  the  means  of 
payment  by  mere  fiat.  But  they  indicate  also  that  the  general 
principle  is  not  to  be  derived  from  the  circumstance  of  pay- 
ment of  taxes,  v\fhich  is  only  a special  case,  but  from  all  the 
circumstances  under  which  a public  purpose  is  deemed  by  the 
governing  authorities,  - legislative,  administrative  or 
judicial  - to  be  supreme  over  private  purposes.  In  all  of 
these  cases  private  property  - or  rather  the  scarcity-value 
of  private  property  - was  taken  from  one  class  of  people, 
eitxher  creditors  or  debtors,  either  bu^rers  or  sellers,  and 
transferred  to  another  class  of  people,  debtors  or  creditors, 
buyers  or  sellers,  by  the  mere  fiat  of  governm.ent  in  de- 
claring what  should  be  the  lawful  means  of  paym.ent. 

They  indicate  also,  more  clearly,  what  is  Knapp's  meaning 
of  his  term  "unit  of  value".  It  is,  indeed,  a unit  of  legal 
validity,  not  a unit  of  scarcity-value.  "Accessory  kinds  of 
money",  he  says,  "with  a position  agio  (e.  g.  gold  and  silver 


1 Lin  Su  Fan  vs.  U.  S. , 218  U.  S.  302  (1910). 
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in  the  greenback  cases,  silver  in  the  Philippine  case)  if  their 

discs  are  used  as  a commodity,  are  v\/orth  more  lytric  units 

(debt  paying  capacity)  than  they  are  valued  in  as  means  of 

payment;  ”to  have  value”  (in  exchange)  is  a property  of 

commodities;  to  have  validity  is  a legal  property  of  chartal 

1 

(authoritative)  pieces*”  Legal  validity  releases  the  debtor 

from  legal  control  by  the  creditor.  And  if,  in  economic  terms, 

this  is  to  be  described  as  a unit  of  value,  the  ”value”  is  a 

new  kind  of  use  value  - the  use-value  of  human  institutions. 

A bushel  of  wheat  or  a dollar  of  physical  gold,  has  a physical 

use-value  of  a technological  character  in  the  arts  and  industry* 

2 

Out  of  them  can  be  made  flour  and  jewelry.  But  the  use-value 
of  a human  institution  - in  this  special  case  - is  the  two-fold 
usefulness  to  the  creditor  and  debtor  - to  the  creditor,  in 
that  the  pay-community  relieves  him  of  the  burden  of  compelling 
his  debtor  to  pay;  and  to  the  debtor,  in  that  after  payment  it 
releases  him  from  further  duty  to  pay.  This  is,  indeed,  the 
most  important  of  all  ”social  use-values”,  for  upon  it  is  built, 
not  only  Capitalism  but  Feudalism  and  Communism. 

Here,  however,  comes  to  light  the  opposite  side  of  every 
pay-transaction.  There  is  not  only  the  duty  of  payment  - there 
is,  on  the  opposite  side,  a reciprocal  duty  of  commodity  per- 
formance, and  this  duty  also  is  measured  by  units  of  use -value. 
The  duty  to  deliver  a bushel  of  wheat  on  contract  is  reciprocal 
to  the  duty  to  pay  for  the  v^heat.  Here  the  legal  unit  of 


1 p.  164. 

2 Cf.  Knapp,  p.  4. 
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validity  is  the  bushel,  but  the  economio  unit  of  value  is  the 
scarcity-value  in  industry  of  that  bushel  of  wheat.  By  deliver- 
ing the  legal  unit,  a bushel,  he  is  released  from  further  duty 
of  performance. 

Hence  it  is  that  Knapp ^s  "pay-community”  is  also  a service 
community.  On  the  "pay"  side  it  enforces  legal  or  customary 
means  of  payment.  On  the  "service"  side  it  enforces  legal  or 
customary  means  of  service*  The  one  is  legal  tender  or  custom- 
ary tender;  the  other  may  be  distinguished  as  legal  performance 
or  customary  performance.  The  one  releases  the  debtor  from 
his  obligation  to  pay;  the  other  releases  the  producer  from  his 
obligation  to  deliver  commodity  or  render  service.  Each  sub- 
stitutes liberty  for  duty  and  debt,  according  to  the  current 
rules  of  payment  and  performance.  And  if  these  reciprocal 
requirements  work  out  successfully/'  then  the  pay-and-service 
community  is  a going  concern. 

Here  we  arrive  at  the  complete  meaning  of  Knapp’s  "unit  of 
value"  as  a unit  of  validity.  It  is,  in  reality,  only  a unit  of 
weights  and  measures,  abstracted  completely  from  the  things 
weighed  and  measured.  Hence  the  ’’nominality"  and  ’’chartality" 
of  his  unit  of  validity.  A "bushel”  is  also  "nominal”  in  that 
our  "service  commujiity”  measures,  by  that  ur.it,  the  amount  of 
performance  required  in  enforcing  contracts.  It  is  the  lawful 
unit  of  performance  which  the  commiinity  enforces,  like  every 
other  unit  of  measurement.  The  dollar,  too,  is  "nominal"  in 
that  the  pay-community  adopts  it  as  a unit  of  measurement  of  the 
amount  of  payment  to  be  required  in  enforcing  contracts  to  pay, 
no  matter  whether  it  consists  of  gold,  silver  or  paper. 

This  is  the  only  meaning  that  can  be  given  to  Knapp’s 
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”unit  of  value”*  It  is  the  mere  system  of  v;eights  and  measures 
abstracted  from  the  things  measured,  and  employed  by  the  courts 
in  order  to  apply  the  language  of  numbers  to  any  kind  of  pay- 
ment or  perf orm.ance.  It  is  the  unit  of  validity  in  enforcing 
payments  or  liberating  litigants  from  their  lawful  duties  of 
payment  and  peri ormance.  Units  of  measurement  are,  indeed, 
defined  historically  and  not  logically,  for  they  are  historical 
institutions  developed  from  custom  or  law  in  order  to  make  pre- 
cise the  administration  of  justice.  All  units  of  measurement 
are  "nominal",  just  as  language  is  nomijial.  Yet  they  have  real- 
ity. Iheir  reality  is  institutional  and  behavioristic,  for  they 
are  used  as  guides  to  conduct,  determining  how  much  or  how  little 
shall  be  paid  or  performed. 

This  brings  us  to  the  economic  significance  of  these  units 
of  validity.  Their  institutional  significance  is  the  enforce- 
ment of  and  liberation  from  the  duties  of  payment  and  perform- 
ance. Their  economic  significance  turns  on  the  two  dim.ensions 
of  value  - a quantity  of  u-se-value  measured  by  appropriate  units 
of  bushels,  kilowat-hour^ , man-hours,  etc.,  each  unit  of  which 
has  a scarcity  value,  its  price,  measured  by  the  unit  of  scare it^?- 
value,  the  unit  of  m.oney.  Knapp  ^s  illustration  of  a "ticket" 
as  a "sign"  whose  meaning  must  be  found  by  consulting  the  law 
books,  applies  only  to  use-values,  such  as  a warrant,  a postage 
stamp,  a bill  of  lading,  et.  And  when  he  ei^tends  its  meaning 
to  "money"  as  a "ticket"  the  extension  involves  a metaphor,  or 
false  analog3/^,  containing,  in  economic  reality,  two  diverse  and 
even  contradictory  economic  meanings.  If  the  analogy  of  a ticket 
is  to  be  retained,  then  this  c ontradiction  requires  a classifica- 
tion of  tv;o  diverse  and  even  contradictory  meanings  of  "ticket", 
the  one  indicating  a claim  upon,  or  right  against,  another  person 
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for  the  use-vaiue  of  things  or  services;  and  the  other  indicating, 
not  a claim,  or  right-duty  relation,  but  a liberty-exposure 
relation  of  the  relative  scarcities  of  things  and  money  upon  a 
market ♦ 

The  common  lavi/  has  evolved  legal  instruments  corresponding 

to  these  two  kinds  of  value.  A claim  upon  another  person  for  a 

thing  with  reference  to  its  use-value  is  in  law  a bailment. 

It  is  the  duty  of  the  bailee,  evidenced  by  a warehouse  receipt 

or  bill  of  lading,  to  deliver  the  thing,  and  with  it,  of  course, 

its  use-value  unimpaired.  But  an  offer  to  buy  another  thing 

with  money  has  reference  to  its  scarcity-value,  and  this,  in  law 

and  economics,  is  a price,  or  exchange-value.  If  the  latter, 

by  analogy,  is  a ^^ticket”,  then  it  is  a price-ticket,  while  the 

1 

other  is  a commiodity  ticket.  The  difference,  of  course,  is 

fundamental,  and  the  use  of  the  analogy  lies  at  the  root  of 

historical  money  fallacies  and  disasters,  such  as  the  theories 

of  Law,  Proudhon  and  Kellogg ^s  Qreenbackism,  each  of  which 

2 

compared  paper  money  with  a bailment. 

The  essential  econom.ic  difference  is  that  the  scarcity- 
value  of  the  bailment,  when  sold  as  a claim  to  the  thing,  is 
alwa^T-s  exactly  e^^ual  to  the  scarci ty- value , or  price,  of  the 
thing,  rising  as  it  rises  and  failing  as  it  falls.  But  the 
scarcity  value  of  the  price  - "ticket”  is  separated  from  the 
scarcity-value  of  the  thing  and  becomes  a debt  bought  and  sold 
in  another  market  the  money  miarket,  or  ratiier  the  debt  market 
- a Gommterciai  or  investment  bank.  Thus  the  commodity  ticket 
(bailment),  a sign  of  ownership  of  a thing,  appears  on  the 


1 Commons,  Legal  Foundations,  p.  254. 

2 On  the  d i s t i nc t i on  s e e'  Mac  1 e o d , 1 Banking,  309,  2:462,  474. 
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commodity  market  as  the  price  of  a commodity,  say,  wheat,  but 
the  pr ice-ticket , as  sign  of  a debt,  appears  upon  the  debt 
market,  as  the  present  discounted  price  of  stocks,  bonds, 
bills  of  exchange,  promissory  notes,  etc,,  in  terms  of  other 
debts  payable  on  demand  at  a commercial  banlc. 

Thus  the  price  ^'ticket”  has  two  aspects,  the  first  of 
which  has  the  legal  relation  of  liberty-exposure  upon  either  a 
commodity  or  a debt  market;  the  second  of  which  has  the  legal 
relation  of  right-duty,  Vi/hich  is  a debt  payable  on  demand  or 
time  by  a means  of  legal  or  customary  payment,  which  is  also 
another  debt  or  price-ticket  of  the  first  form.  In  its  first 
aspect  the  scarcity  value  of  the  price-ticket,  or  debtj  is  its 
"purchasing  power",  or  means  of  exchange;  in  its  secbnd  aspect 
its  "institutional  use  valuB^  as  a means  of  liquidating  debts, 
is  its  "releasing  power”,  or  means  of  payment.  The  first 
aspect  - its  scarcity  value  - we  have  above  designated,  from 
American  usage,  "intangible  property".  Its  second  aspect,  the 
use  value  as  releasing  power,  we  have  designated  a debt  or 
"incorporeal  property". 

Thus  it  is  that  Knapp’s  means  of  payment  becomes  also  a 
means  of  purchase.  The  two  are  not  distinguished  by  him,  and 
he  does  not  explain  the  grounds  on  which  he  identifies  a means 
of  purchasing  commodities  with  a means  of  paying  a debt.  Yet, 
on  analysis  from  the  principles  of  tihe  common  law  as  historically 
worked  out  three  centuries  ago  in  the  doctrine  of  "assumpsit", 
and  now  elaborated  in  the  doctrine  of  "sales",  a purchase  of  a 
commodity  is  itself  a debt.  If  I physically  receive  a commodity 
from  another  person  and  become  the  owner  of  it,  instead  of  a 
thief,  burglar  or  hold-up  man,  the  law  assumes  that  I have 
agreed  to  pay  for  it  at  a current  price  in  the  current  legal 
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tender,  or  its  e q^uivaient  if  acceptable  to  the  previous  owner, 
v7ho  is  now  assumed  to  be  a seller  instead  of  a victim. 

So  that  the  so-called  purchase  of  a commodity,  including 
a service,  is  in  law  a debt  incurred  by  the  so-called  purchaser 
for  the  commodity  or  service  acquired,  and  the  only  difference 
between  a credit  and  a sale  is  the  difference  in  the  lapse  of 
time  between  the  point  of  physical  delivery  of  the  commodily  and 
the  point  of  legal  payment  and  release  from  the  debt.  In  a 
purchase  ”for  cash”,  the  payment  of  the  debt  occurs  without 
appreciable  lapse  of  time,  but  in  the  payment  of  a debt,  in  the 
usual  meaning  of  debt,  there  is  an  appreciable  and  measurable 
lapse  of  time  between  the  transfer  of  the  commodity  and  the 
payment  of  the  debt.  Sale  and  purchase  is  as  much  credit  and 
debt  as  is  lending  and  borrowing,  Vvhich  in  law,  as  Macleod 
insisted,  is  also  a sale  and  purchase  of  negotiable  instruments. 
But  in  a sale  the  debt  is  paid  without  appreciable  lapse  of  time 
while  in  a credit  the  debt  is  paid  after  an  appreciable  lapse 
of  time.  The  time-differences  may  be  distinguished  as  immediate 
payment,  short-time  payment  and  long-time  payment  of  debts. 

Hence  Knapp,  as  well  as  Macleod,  are  correct  in  considering 
all  transfers  of  ownership  of  commodities  as  the  creation  of 
debts,  and  therefore  correct  in  making  no  distinction  between 
”means  of  payment”  and  ”means  of  purchase”.  There  is  no  dis- 
tinction either  in  practice,  custom,  or  law  when  once  a ”pay 
community”  takes  the  place  of  barter,  and  things  are  no  longer 
merely  physically  exchanged  without  regard  to  ownership,  as  the 
physical  economists  really  assumed,  but  the  ownership  of  things 
is  transferred  in  consideration  of  a means  of  debt-payment 
established  and  enforced  by  the  pay-community. 
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It  must  be  observed  that  Knapp treatment  of  his  problem 
turns  on  the  distinction  between  legislation  and  administration. 
Legislation  is  what  the  State  would  do;  administration  is  what 
it  doe s . Of  tlie  Austrian  State  notes  of  1866,  evidently 
applicable  also  to  the  American  greenbaolis  of  1862,  he  asks, 

”how  these  pieces  stand  in  the  eyes  of  the  law.  On  their  face 
they  mad  admit  that  they  are  debts^  but  in  point  of  fact  they 
are  -not  so  if  the  debts  are  not  meant  to  be  paid.  In  the  case 
of  paper  money  proper  the  State  offers  no  other  means  of  payment; 
therefore  it  is  not  an  acknowledgment  of  the  Statens  indebted- 
ness, even  if  this  is  expressly  stated.  The  statement  is  only 
a political  good  intention,  and  it  is  not  actually  true  that  the 
State  will  convert  it  into  some  other  means  of  payment.  The 
decisive  factor  is  not  what  the  State  would  do  if  it  could,  but 
what  the  State  does.  It  is  therefore  a complete  mistake  to  see 

no  actual  payment  in  payment  by  inconvertible  paper  money.  It 

1 

is  a true  payment,  though  it  is  not  material  . . . We  keep  most 

closely  to  the  facts  if  we  take  as  our  test,  that  the  money  is 

accepted  in  payments  made  to  the  State’s  offices.  • . On  this 

basis  it  is  not  the  issue,  but  the  acceptation,  as  we  call  it, 

2 

which  is  decisive.”  To  which  we  add,  as  above  explained, 
acceptation  by  private  persons  as  well  as  by  State  officers. 

It  is  this  distinction  of  legislation  and  administration 
that  leads  to  his  classification  of  means  of  payment  as  ’’genetic” 
and  ’’functional”.  The  genetic  division  gives  account  of  their 
origin,  and  is  two-fold,  pensatory,  that  is,  payment  by  weight, 
and  proclamatory,  that  is,  payment  by  legal  ordinance.  And  it 


1 Ibid.,  50,  51 
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is  this  distinction  that  gives  rise  to  his  idea  of  ”nominailty” , 
for  the  same  v/ord,  dollar  or  franc,  or  mark,  is  used  in  weigh- 
ing or  by  proclamiation,  the  former  being  specie,  the  latter  lav/, 

But  the  functional  division  is  administrative,  and  leads  to  the 
distinction  betv/een  "valuta"  and  "accessory".  Valuta  money  is 
that  which  is  valid  in  itself,  in  that  the  administration  and 
courts  employ  it  as  means  of  payment*  and  may  be  specie  or 
paper;  its  essential  cuality  is  the  actual  legal  tender  in  use 
for  paying  debts  and  taxes.  Accessory  money  is  that  which  is 
valid  in  relation  to  the  full  legal  tender  (valuta)  and  may 
also  be  metal  or  paper.  Valuta  money  (legal  tender)  functions 
not  as  a commodity  and  is  never  purchased.  It  is  simply  the 
"last  resort"  of  the  administration  and  the  courts  in  paymients, 

whether  outgoing  or  incoming.  But  accessory  money  is  a commodity, 

1 

for  it  is  purchased  ultimately  with  legal  tender  money. 

Thus  Knapp  gets  beneath  the  popular  notion  of  money  and 
into  the  more  fundamental  legal  notion.  He  substitutes  nego- 
tiable institutions  for  physical  commodities.  The  public  man, 
he  says,  is  by  nature  a "metallist".  The  banker,  for  example, 
says  that  he  has  received  an  increase  in  his  supply  of  "money", 
and  hence  money  is  "easy",  whereas  what  he  has  received  is  an 
increase  in  the  supply  of  debts.  These  debts  are  means  of 
payment  and  it  is,  not  m^oney,  but  debts  that  are  "easy".  "V/all 
Street"  is  said  to  be  the  center  of  the  "money  market",  whereas 
it  is  the  center  of  the  debt  market.  Even  economists  speak  of 
the  "quantity  of  money",  or  the  "quantity  theory  of  money”, 
whereas  it  is  not  a quantity  of  money  but  a Quantity  of  debts, 
and  this  quantity  of  debts  has  somewhere  an  exactly  equal  quantity 


1 p.  158. 
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of  credits.  The  qtiantity  of  money  is  the  quantity  of  debts, 
and  the  quantity  of  debts  is  the  quantity  of  credits.  The  ”reai 
thing”,  the  "reality”,  is  not  money  - it  is  the  present  and  ex- 
pected repetition  of  debt  transactions  wherein  the  so-called 
"volume”  of  money  is  the  "volume”  of  debts.  Not  a volume  of 
things  but  a repetition  of  creditor  and  debtor  transactions  is 
the  volume  of  money.  The  institutional  reality  of  money  is  duty 
and  debt,  liberty  and  release  from  debt,  by  pay  and  service 
communities;  its  physical  reality  is  commodities;  its  economic 
reality  is  scarcity,  abundance  and  prices* 

Knapp  especially  avoided  this  economic  reality  and  all 
"economic  reflections"  on  his  legal  problem.  These  reflections, 
suitable  to  his  theory  and  that  of  I'acleod,  had  been  previously 
published  by  Sidgv/icK  in  1883  and  by  V/icksell  in  1898. 
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Haw trey 

neither  kaoieod  nor  hnapp  connected  their  legal  concept  of 
debt  with  the  economic  concept  of  a commodity,  Knapp  because  he  pur- 
posely avoided  all  "economic  reflections,"  and  Kacleod  because  he 
mistook  a debt  for  a commodity  and  so  counted  the  same  thing  twice. 

It  remained  for  Hawtrey,  in  1919,  to  separate  a debt  from  a commodity 
and  thus  tie  the  two  together  in  a single  functional  relation. 

Hawtrey  begins  by  observing  that  the  artificial  things  created 

by  man,  like  money,  teaspoons,  umbrellas,  are  to  be  defined  by  the 

use  or  purpose  v/hich  they  serve,  and  are  unlike  the  events  and  objeqts 

of  nature,  such  as  earthquakes  and  buttercups,  vH.erein  purpose  does 

1 

not  enter  into  the  definition.  The  classical  dectrine  made  the  pri- 
mary purposes  of  money  two-fold,  a medium  of  exchange  and  a measure 
of  value,  and  gave  as  its  historical  origin  an  evolution  out  of  a 
state  of  barter.  But  Hawtrey,  like  Macleod,  m.akes  the  primary  pur- 
pose of  money  the  measurement  of  debts  arising  out  of  unequal  trans- 
actions, and  its  derived  purposes  are  the  medium  of  exchange  and  the 
measure  of  value.  Thus  what  he  calls  the  "logical"  distinguished 
from  the  "historical"  origin  of  m.oney  is  that  of  serving  as  a "money 
of  account"  for  the  settlement  of  balances  between  traders,  and  as 
such  it  may  be  carried  in  the  head  or  on  the  books  without  physical 
existence. 

Furthermore,  there  is  a distinction  bet\7een  a debt  and  a promise 
to  pay.  A debt  is  "fundamentally  an  obligation  to  give  not  money  but 
wealth. " It  arises  out  of  the  process  of  production  itself,  whereby 


1 Hawtrey,  R.  G.  Currency  and  Credit,  1-16  (1919,  2nd  ed.  1923). 
See  also  his  Monetary  Reeonstruction  and  the  Gold  Standard, 
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service  rendered  creates  a debt  from  the  person  who  acquires  the 
product  belongs  to  the  person  who  renders  the  service.”  ^Legally  the 
use  of  money  enables  the  debtor  to  close  the  transaction,"  or,  as 
Knapp  had  said,  to  release  the  debtor  from  the  obligation  of  his 
debt.  But  the  debt  iuself  is  not  economically  paid  until  the  credit- 
or has  gone  into  the  market  and  drawn  from  it  "so  mush  wealth  as  is 
represented  by  the  p’urchas ing  power  he  has  received."  Thus  a debt 
is  "wealth"  owed  to  another  and  money  is  the  means  both  of  paying  the 
debt  and  obtaining  the  wealth. 

"Here  is  where  the  ^money  of  account^  comes  in.  If,  instead 
of  receiving  money  from  the  debtor,  he  assigns  away  his  right  in  the 
debt  to  some  one  else  in  exchange  for  the  appropriate  amount  of  wealth, 
he  has  taken  a short  cut  to  the  same  end."  This  assignment  of  a 
debt  means  that  he  is  buying  commodities  from  one  class  of  people  by 
means  of  debts  owing  him  from  other  classes  of  people.  But  he  could 
not  do  this  continually^  unless  all  persons  with  whom  he  deals  were 
also  assigning  to  a middleman  the  debts  owing  to  them.  This  middle- 
man is  the  banleer.  And  the  banlc  credit  which  they  receive  in  ex- 
change from  the  bardeer  is  also  merely  a debt  "differing  from  other 
debts  only  in  the  facilities  allow/ed  by  the  banJrer  for  transferring  it 
to  another  creditor."  They  go  to  the  banker,  not  for  "money,"  but 
for  "money  of  account/^  since  he  is  the  middleman  Vvho  is  keeping  the 
accounts  of  indebtedness  for  the  communit.y,  is  setting  off  their  debts 
against  each  other  and  is  paying  the  balances  by  means  of  his  own  debts 

Thus  we  start  our  economic  theory,  not  with  Adam  Smith’s  assump- 
tion of  individual  libert  to  produce  and  acquire  wealth,  but  with 
Kawtrey^s  assumption  of  a social  duty  to  produce  and  deliver  wealth. 
Although  Hawtrey  does  not  find  it  necessary  to  carry  out  the  logical 
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■fand  historical  implications  of  his  starting  point,  the  difference 
tetween  it  and  that  ox  the  classical  economics  is  so  great  that  we 
shall  endeavor  to  bring  out  the  contrast,  doubtless  not  as  he  would 
do  it,  but  as  we  conceive  it  to  be  logically  and  historically  from 
Lis  analysis. 

\dth  Adam  Smith  the  iibert  ' of  the  individual  was  not  only 
’^natural,”  dy  which  ue  m.eant  logical,  it  was  also  historically  the 
fancied  original  state  of  the  individual.  But  with  Hawtrey  the  logic- 
al is  distinguished  from  the  historical.  The  fundamental  logical 
state  of  the  individual  is  that  of  an  obligation  to  deliver  wealth  to 
the  producers  who  have  rendered  to  him  the  service  of  producing  and 
delivering  it  to  him.  This  obligation  to  deliver  wealth  is  debt,  and 
debt  is  the  economic  equivalent  of  which  duty  is  the  legal  equivalent, 
health,  with  Smith,  was  ’commodities  freely  produced  for  the  use  of 
others  who  are  expected  freely  to  produce  other  commodities  for  ex- 
change. Wealth  with  Hawtrey  is  commodities  that  mus t be  produced  for 
the  use  of  others  who  have  already  produced  but  have  not  been  paid. 

Cne  is  individual  liberty,  the  other  is  social  obligation.  In  the 
one  case  there  is  no  duty  to  produce  wealth,  and  the  status  is  the 
natural  liberty  of  the  individual.  In  the  other  case  there  is  the 
duty  to  produce  wealth,  and  the  status  is  the  legal  institution  of 
enforcing  social  obligation.  With  Smith  there  was  a complete  divorce 
of  the  theory  of  credit  from  the  theory  of  production,  for  production 
creates  only  an  exchange  value,  and  credit  has  to  be  started  on  a 
different  theory.  But  with  Hawtrey  the  theory  of  production  is  at 
one  and  the  same  time,  a theory  of  both  production  and  credit,  for 
production  creates  a debt  on  the  part  of  him  who  acquires  the  product, 
and  the  equivalent  credit  in  behalf  of  him  who  delivers  the  product. 
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\ihile  xlawtre^y  does  not  enter  upon  an  historical  investigation 
designed  to  discover  whether  his  ''logical”  analysis  of  what  is 
"fundamental”  was  also  historically  fundamental,  whereas  Smith 
assumed  that  what  v^/as  logical  was  therefore  historical,  yet  histori- 
cal investigation,  instead  of  romantic  history,  shows  that  his  logic- 
al fundamental,  felt,  is  also  historically  the  fundamental  starting 
point  of  an  economic  history  which  is  theoretical  rather  than  de- 
scriptive. It  needs  only  Knapp's  distinction  "between  unreleasahle 
and  releasable  debts,  and  a consideration  of  such  notable  juristic 
inventions  as  assumpsit,  negotiability,  and  legal  tender,  to  bring 
about  an  economic  theory  which  not  only  unifies  production  with  credit 
but  also  unifies  history  with  logic.  This  will  appear  by  noticing 
the  way  in  which  Hawtrey  logically  connects  his  leading  concepts  of 
money  of  account,  medium  of  exchange,  and  standard  of  value,  and  then 
observing  the  way  in  which  this  logic  correlates  with  historical 
process. 

Havi/trey  starts  his  logical  origin  of  money  by  the  supposition  of 
a "completely  organized  and  civilized  society,  with  all  the  modern 
developments  of  commerce  and  industry”  and  then  examines  "to  what 
extent  such  a society  might  have  existed  just  as  it  is  v>/ithout  the 
use  of  money.”  He  finds  that  such  a society,  not  having  a commodity 
which  serves  as  money,  will  adopt  a "money  of  account."  Interestingly 
enough,  modern  anthropologists  have  actually  found  primitive  societies 
which  do  have,  for  ail  transactions  between  members,  exactly  this 
money  of  account,  but  employing  a commodity  money  for  "foreign”  trade 
with  other  communities  (get  citations).  In  other  words,  for  their 
comestic  trade,  they  create  an  economic  equivalent  of  Knapp's  pay- 
community  and  Haw'trey's  m.oney  of  account,  so  that  Hawtrey' s suppo- 
sitious logic  derived  by  abstraction  from  a modern  credit  society  is 
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substantially  a picture  of  v^;hat  has  been  historically  found  in  primi- 
tive societies,  described  by  him  as  follows:  ”G-oods  are  brought  to 
marlcet  and  eiKchanged.  But  even  though  there  is  no  medium  of  exclriange, 
it  does  not  follow  that  they  must  be  bartered  directly  for  one  another* 

If  a man  sells  a ton  o±  c^als  to  another,  this  will  create  a debt 
from  the  buyer  to  the  seller.  But  the  buyer  v/ill  have  been  himself 
a seller  to  some  one  else,  and  the  seller  will  have  been  himself  also 
a buyer.  The  dealers  in  the  market  can  mieet  together  and  set  off  their 
debts  and  credits.  for  this  purpose  the  debts  and  credits  which 

represent  the  purchase  and  sale  of  a variety  of  goods,  must  be 
reduced  to  some  common  measure.  In  fact  a unit  for  the  measurem.ent 
of  debts  is  indispensable.  Where  a commodity  is  used  as  money,  it 
naturally  supplies  the  unit  for  the  measurement  of  debts.  Y/here  there 
is  no  money,  the  unit  must  be  som.ething  wholly"  conventional  and 
arbitrary.  This  is  vhiat  is  technically  called  a *money  of  account. ^ 

Even  when  money  is  used,  it  may  occasionally  happen  that  the  unit  for 
the  calculation  of  debts  diverges  in  some  degree  from  exact  corres- 
pondence with  the  money  in  circulation.  In  that  case  the  distinction 
between  mioney  and  money  of  account  immediately  oecomes  a practical 
one.  The  value  of  the  standard  coin  will  be  puoted  in  the  money  of 
account,  and  varying  amounts  of  the  standard  coin  v;iil  be  neeaed  to 
pay  a given  debt.  This  is  an  approximation  to  the  state  of  affairs 
which  we  are  assuming.” 

What,  tihen,  is  the  mechanism  by  which  this  money  of  account  is 
stabilized,  so  that  it  will  continue  to  be  a uniform  unit  of  measure- 
ment of  debts  from  day  to  day,  where  there  is  no  commodity  nor  legal 
tender  used  as  money?  A mechanism  must  take  the  place  of  a commodity'* 

It  is  stabilized  either  by  custom  or  by  banlcs.  In  primitive  communi- 
ties, as  we  have  noted,  among  the  members  of  the  community  the  account- 
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money  may  be  stabilized  by  custom,  whereas,  in  inter-tribai  trade, 
commodit^r-money  is  used  and  is  left  to  the  forces  of  bargaining, 
supply  and  demand. 

But  in  a modern  comm.unity  it  is  upon  the  bankers  that  is  laid 

the  burden  of  stabilizing  the  unit  of  the  money  of  account,  if  there 

is  no  commodity-money  and  no  legal-tender.  The  mechanism  described 

by  Hawtrey  is  not  fanciful,  he  says,  for  it  was  the  mechanism  of  the 

Banlc  of  England  during  the  fifteen  years  1797  to  1812,  when  ”the 

universal  m_eans  of  payment  in  England  was  the  Bank  of  England  note, 

which  was  not  legal  tender,  and  was  merely  the  evidence  of  a debt  due 

1 

from  the  Bank,  but  a debt  not  payable  in  gold  or  any  other  medium..” 

It  was  merely  a bank  note,  not  different  economically  from  a bank 
deposit,  so  that  during  that  period  commercial  debts  were  paid,  not 
in  money  nor  even  in  a promise  to  pay  money,  but  in  the  m.oney  of  ac- 
count managed  by  the  Bahlc  of  England.  It  will  thus  be  seen  that 
Hav/trey’s  ”money  of  account”  is  inconvertible  paper  money  but  without 

the  legal  tender  quality  attached,  and  the  unit  of  this  money  of 

2 

account  was  the  ”paper  pound.” 

The  mechanism,  without  money  or  legal  tender,  is  as  follows. 
”The  debts  of  the  whole  community  can  be  settled  by  transfers  in  the 
banker ^ s books,  or  by  the  delivery  of  documents,  such  as  bank  notes, 
representative  of  the  banker ^s  obligations.  So  long  as  the  bankers 
remain  solvent,  their  obligations  supply  a periectly  adequate  means 
for  the  discharge  of  debts,  because  a debt  can  be  o^st  as  well 
cancelled  against  another  debt  as  extinguished  by  a payment  of  money. 


1 pp.  13,  14. 

2 cf.  Cannan,  Edwin,  The  Paper  Pound  of  1797-1921  (1919). 
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Of  course,  it  is  stiii  true  that  if  the  banker  himself  is  sued  in  a 
Court  of  Law,  there  is  no  legal  tender  in  wuich  he  can  be  ordered  to 
pay.  But  if  he  is  solvent,  he  can  obtain  a credit  from  another  banker. 
In  fact,  the  natui^al  test  of  the  solvency  of  a private  trader  would 
be  his  power  of  obtaining  sufficient  bank  credits  to  meet  his  lia- 
bilities, and  the  test  of  the  solvency  of  a banker  would  be  the  ready 
convertibility  of  his  obligations  into  the  obligations  of  ether 
barOcers.  ” 

It  will  be  noticed  that  the  Federal  Reserve  System  v\/as  created 
for  the  express  purpose  of  furnishing  this  ”money  of  account”  to 
member  banks  in  the  form  of  a credit  on  the  books  of  a Reserve  bank 
at  times  when  a banker  might  not  be  able  readily  to  convert  his  own 
obligations  into  the  obligations  of  other  banlcs. 

But  here  the  question  immediately  arises.  If  we  postulate  a 
moneyless  society,  without  either  gold  or  legal  tender,  and  then  find 
that  the  bank  credits  of  solvent  banles  fulfill  the  same  purpose  as 
money,  have  we  not  contradicted  our  postulate  by  bringing  in  money 
under  another  name?  IJo,  because  we  have  brought  in  something  that  is 
both  legally  and  economically  different  from  mioney.  "We  are  accus- 
tomed to  think  of  banlc  credits  as  money.  But  this  is  only  because  for 
the  practical  purposes  of  every  day  the  distinction  between  bank 
credits  and  money  is  rarely  of  any  im.portance.  . . A bank  credit  is 

merely  a debt,  differing  from  other  debts  only  in  the  facilities 
allowed  by  the  banker  for  transferring  it  to  another  creditor." 

Hence  a bank  credit  is  not  money  any  more  than  the  debt  of  any  business 

man.  It  is  just  a debt.  "No  one  imagines  that  a trade  debt  is  money, 

£ 

though  it  may  be  as  good  an  asset  as  a bank  credit." 

1 p.  4. 

2 PP*  4,  5.  But  see  below  on  Purpose  of  Honey. 
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Henoe  v/e  get  iDaci;  to  Hawtrey^s  original  supposition  of  a so- 
ciety without  a commodity-money  and  without  legal-tender , hut  with 
only  a voluntary  money  of  account,  and  to  our  original  question  of 
whether  the  mechanism  of  hanlcing  can,  without  the  commodity-money  or 
legal-tender,  stabilize  the  unit  of  the  money  of  account  for  the 
measurement  of  debts. 

It  turns  out  that  a debt  is  the  same  quantity  as  a price,  or 
rather,  the  function  of  a price  is  ’'to  determine  the  magnitude  of  a 
debt."  Hence  the  unit  for  measurement  of  debts  is  identical  with  the 
unit  for  the  measurement  of  the  prices  which  determ.ine  the  magnitude 
of  the  debts.  This  is  because  a price  is  not  looked  upon  by  Hawtrey 
from  the  commodity  point  of  view  as  the  quantity  of  other  goods 


obtained  in  exchange  for  a commodity,  one  of  which  goods  is  the  com- 
modity money,  but  price  is  looked  upon  from  the  transactional  point 
of  view  as  a legalljf  recognized  obligation  created  by  the  parties  to 
a lawful  transaction.  It  is  the  legal  doctrine  of  "assumpsit." 

"V\hen  a price  of  any  commodity  is  quoted  in  a markets  this  constitutes 
an  offer,  the  acceptance  of  which  creates  a debt  from  the  purchaser 

of  the  commodity  to  the  vender.  The  function  of  the  price  is  to 

2 

determine  the  magnitude  of  the  debt." 

Thus  Hawtrey' s supposition  of  a society  without  the  commodity- 


1 The  definition  of  price  arrived  at  by  Fetter  in  his  effort  to  get 
a consensus  among  economists  is:  "Price  is  the  quantity  of  goods 
given  or  received  in  exchange  for  another  good."  2 Amer.  Econ.  Rev. 
783-813  (1912).  Apparently  Fetter,  in  this  admirable  investigation, 
did  not  find  in  the  117  definitions  of  price,  as  used  by  economists, 
any  definition  involving  the  legal  significance  of  price,  and  this 
aspect  therefore  must  be  traced  to  the  legal  or  institutional  econ- 
omists, Macleod,  Knapp,  and  Hawtrey,  whom  Fetter  did  not  include 

in  his  list. 

2 Of  course  Hawtray  is  here  speaking  only  of  one  dimiension  of  the 
magnitude  of  a debt,  the  other  dimension  being  the  quantity  of 
comm.odity  offered  and  accepted  - at  that  price. 
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money  and  without  legal- oender,  but  with  only  a money  of  account  for 
the  settlement  of  the  balance  of  debts  is  not  merely  a logical  device 
for  illustrating  the  difference  between  credit  and  money,  it  is  also 
the  ”logic^'  of  the  historical  situation  which  made  it  necessary  for 
the  courts,  in  interpreting  and  enforcing  contracts,  to  have  some- 
thing more  than  an  unstable  money  of  account  if  economic  security, 
distinguished  from  legal  security,  were  to  be  obtained.  How  this 
necessity  logically  but  not  historically,  develops  is  explained  as 
follows . 

Since  the  unit  for  the  measurement  of  debts  is  the  unit  for  the 
measurement  of  prices  it  is  also  "inevitably  ti_e  unit  for  the  measure- 
ment of  values.  The  relative  values  of  all  commodities  (in  the 
economic  sense  of  values)  are  measured  by  their  relative  prices, 
fnd  the  price  of  each  comimodity  measures  its  value  relative  to  the 
uni t . " 

Here  the  term  value  is  used  in  the  economic  sense  of  value- 

in-exchange.  The  price  of  a commodity  is  its  value-in-exchange  for 

money,  that  is',;  the  am.ount  of  this  mioney  of  account  for  which  a unit 

of  the  comxmiOdity  exchanges  upon  the  market.  "So  long  as  value  means 

value  in  exchange,  the  value  of  anything,  vhiether  it  be  a commodity 

or  the  monetary  unit  of  account,  m.ust  always  be  a proportion  - a value 

in  term.s  of  something  else.  Just  as  every  coriimodity  has  a value  in 

terms  of  the  unit,  so  the  unit  of  account  has  a value  in  terms  of 

each  commodity.  It  miay  be  the  equivalent,  say,  of  a pair  of  trousers, 

1 

or  a ton  of  coals."  Thus  the  "price"  of  a pair  of  trousers  or  a ton 
of  coal,  is,  in  the  customary  economic  sense,  the  "value"  of  the 
trousers  or  coal. 


1 p.  5. 
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Here  it  will  be  noted  that  value  has  the  double  meaning  of 
value  per  unit  which  is  price,  and  of  the  value  of  a volume  of  the 
commodity  at  the  price,  Ve  shall  distinguish  these  meanings  as  ex- 
change-value and  volume-value,  from  which  a third  meaning  of  value, 
the  average-exchange-value,  will  be  distinguished.  This  third  meaning 
arises  out  o±  the  fact  that  ’^the  chief  requirement  of  a unit  of  value 
is  stability,'.”  Hence  this  third  meaning  of  value  is  average-exchange- 
value,  which  Hawtrey  explains  as  follows.  ’^It  is  ail  very  well  to  say 
uhat  the  value  of  tlie  unit  must  not  vary,  but  there  is  no  single 
inter  .'rotation  of  tiie  value  of  the  unit.  Its  value  in  coals  may  be 
stable,  while  its  value  in  trousers  may  rise  or  fall.’^  The  same, 
however,  is  just  as  true  of  a commodity  gold  as  of  the  supposed  unit 
of  account.  ”It  is  enough  to  say  that  if  we  can  point  to  a tendency 
for  all  prices  of  comimodities,  reckoned  in  the  unit,  to  rise  together, 
that  means  that  the  value  of  the  unit  is  fallin;  and  a tendency  for 
ail  prices  to  fall  means  that  the  value  of  the  unit  is  rising.”  That 
is,  if  the  average  of  all  exchange-values,  which  is  the  average  of  all 
prices,  rises,  then  the  value  of  the  unit  is  failing,  and  inversely 
if  the  average  falls,  the  value  of  the  unit  rises.  This  is  as  true  of 
the  unit  of  account,  without  money,  as  it  is  of  the  unit  of  money. 

If,  then,  without  money,  but  with  only  a unit  of  account  for  the 
payment  of  debt  balances,  will  the  mere  fact  of  "continuity  in  the  use 
of  the  unit  from  day  to  day  be  of  itself  sufficient  to  prevent  its 
value  in  commodities  varying  in  either  direction  unduly,  even  though 
it  be  unrestrained  by  equivalence  to  any  specified  commodity?” 

To  answ/er  this,  see  how  the  credit  mechanism  works.  "When  a 
banker  lends,  we  say  txhat  he  grants  or  creates  credit,  or  ’-a  credit.* 
This  is  a loose  way  of  describing  a double  transaction.”  V/hiat  happens 
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ia  that  "two  credits  or  debts  are  really  created."  One  of  them,  the 
tanlcer^s  delDt,  or  "bank  crecit,"  payable  on  demand,  is  the  property 
of  the  customer,  owned  by  him  as  a "deposit,”  and  used  by  him  in  the 
form  of  orders  upon  the  banker  to  pay  somebody  else  the  amount  of  debt 
which  the  customer  owes  to  that  third  party  for  commodities*  The 
other  debt,  the  customer's  debt  to  the  banlcer,  "since  it  yields 
interest  or  discount  for  the  period  before  it  becomes  due,  supplies 
the  banker ^s  profit." 

How  m^uch  of  this  bank  debt  ov;/ed  to  the  customer  will  the  customer 
buy  from  the  banker  by  creating  his  own  debt  payable  to  the  banker? 

He  is  guided,  in  the  first  place,  "by  the  then  prevailing  market 
prices,"  if  he  is  a buyer  of  goods,  and  by  the  prevailing  prices  ^vriicli 
he  must  pay  for  materials  and  labor,  if  he  is  a manufacturer.  He 
will  buy  enough  bank  debt,  by  creating  his  own  debt,  as  will  be  needed 
to  pay  these  prior  producers  during  the  interval  between  the  time 
vhen  they  produce  the  goods  and  the  time  when  he  will  receive  payment 
from  a purchaser  of  the  commodity  on  the  markets.  But  this  purchaser 
and  ail  succeeding  purchasers  of  the  commodity  at  ¥;holesale  and  retail 
will  also  have  to  buy  bankers^  debts,  by  creating  their  own  debts,  in 
order  to  make  these  payments,  and  so  on  until  the  ultimate  consumer 
has  paid. 

But  this  ultimate  consumer,  on  the  other  hand,  is  continually 
receiving  his  purchasing  power  out  of  these  same  credits  which  the 
customers  of  the  bank  are  borrowing  at  the  banZc.  Their  supply  of 
purchasing  power  is  regulated  by  the  amount  of  these  bank  credits,  and 
is  indeed  actually  paid  to  them  in  advance  of  the  sale  of  their 
product  by  the  very  credit  advances  which  bankers  are  making  to  the 
merchants  and  m.anufac turers.  Although  the  ^ultimate  consumers,  such  as 
wage  earners,  do  not  borrow  at  the  banlc,  yet  their  employers  do  the 
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^ftorrowing  for  theirij  and  thereby  are  able  to  pay  them  for  their  work 
several  months,  and  even  years,  before  other  ^litimate  consumers  pay 
for  the  finished  product. 

Consequently  all  that  is  needed  to  finance  the  consumers^  pur- 
chasing pov\/er  at  the  prevailing  market  prices  is  the  continuous 
creation  every  day  by  the  banks  of  sufficient  new  credits  to  take  the 
place  of  the  older  credits  that  their  custom.ers  are  Qontinually 
paying  to  the  banks  every  day  by  means  of  these  same  new  credits  that 
the  banks  are  creating  every  day.  It  goes  in  a circle,  an  endless 
circle  of  buying  custom.ers'  debts  by  creating  bank  debts  and  enabling 
the  same  customers  afterwards  to  discharge  these  debts  by  creating  an 
equal  amount  of  new  banlc  debts  with  which  to  buy  customers'  trade 
debts,  and  so  on  in  the  continuous  circle  of  paying  the  prices  for 
goods  on  the  commodity  markets  by  creating  and  canceling  debts  on  the 
money  markets.  If  this  is  done  from  day  to  day  without  a tendency  of 
all  prices  to  fall  or  rise  together,  then  the  principle  of  continuit^y 
is  enough  to  maintain  a stable  value  of  the  unit  of  mioney  of  account. 

"The  routine  of  the  credit  machinery  depends  upon  the  new  borrowing 
being  on  the  whole  sufficient  and  not  .more  than  sufficient  to  replace 
the  advances  paid  off.  Granted  this,  the  stability  of  every  other 
part  of  the  machine  follows." 

But  how  about  stability  of  value  of  the  unit  of  account,  with 
which  we  started.  "Suppose  this  routine  is  interrupted.  If  we  are 
to  prove  that  the  monetary  unit  will  be  a stable  standard  of  value, 
we  must  show  that  if  exposed  to  any  disturbing  cause  the  unit  will 
tend  to  return  to  its  former  value,  or,  at  any  rate,  that  it  will 
arrive  at  a new  and  relatively  stable  value  not  differing  much  from 
the  old."  On  this  point,  consider  first  the  disturbance  caused  by  a 
curtailment  of  new  borrowings,  and  then  the  disturbance  caused  by  an 
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expansion  of  new  borrowings. 

The  curtailment  of  borrowing  may  occur  if  merchants  give  fewer 
orders  to  manufacturers,  or  if  borrowers  reduce  their  indebtedness 
instead  of  spending  their  credits  for  commodities  and  labor.  In 
ti'B  latter  case  consumers  will  purchase  less  commodities  and,  in 
either  case,  ''a  slackening  in  the  creation  of  new  credits  means  a 
oifninution  oi  ondsrs  fo  th.6  manufac tursns.  ” Tills  will  sorsad  in 
widening  circles  so  that  ”the  original  restriction  of  credit  will  tend 
to  repeat  and  reinforce  itself.” 

But  a corrective  tendency  soon  begins  to  Vvork.  ”The  restriction 
of  credit  means  a restriction  of  the  bankers^  business.  The  bankers 
will  not  willingly  acquiesce  in  the  consequent  shrinkage  of  their 
profits,  and  they  will  try  to  tempt  their  customers  to  borrow.  They 
will,  in  fact,  reduce  their  charge  for  interest.” 

But  it  is  not  merely  the  bankers^  willingness  that  reduces  the 
rate  of  interest.  It  is  also  economic  compulsion.  ”The  curtailment 
of  credit  occasions  a flagging  of  the  demand  for  commodities.  This 
flagging  of  demand  will  produce  a fall  of  prices.  The  merchants  v^ill 
find  that  their  stocks  of  goods  lose  value  while  they  hold  them,  and 
this  loss  of  value  will  diminish  the  profit  out  of  v;hich  they  pay 
interest  on  the  loans  with  v^/hich  these  stocks  are  financed.,  Falling 
prices  of  themselves  therefore  make  borrowing  less  attractive  and 
reduce  the  rate  of  interest  which  borrowers  are  willing  to  pay.  The 
bankers  must  reduce  their  charges  of  interest  accordingly  before  they 
can  induce  their  customers  to  continue  borrowing  on  the  diminished 
scale  which  their  turnover  of  goods  will  Justify,  and,  if  these  cus- 
tomers are  to  be  tempted  to  increase  their  borrowing,  the  rate  of 

2 

interest  m.ust  be  reduced  even  below  this  low -level.” 
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But  If  tfiese  measures  do  not  encourage  borrowing  how  far  will 
tlB  j.all  oj.  prices  go?  The  credit  operations  will  not  dwindle  to 
nothing,  because  disappointed  merchants  will  be  driven  to  borrow  on 
any  terms,  "merely  to  keep  their  business  alive."  Henae  the  old 
routine  will  revive  but  on  a lower  level  of  prices  - that  is,  a higher 
value  of  the  unit  - and  there  is  no  "tendency  for  it  automatically  to 
return  to  its  former  value."  It  may  continue  to  go  still  lower  by 
a new  disturbance  which  curtails  new  borrov^/ings. 

But  take  the  contrary  disturbance  - something  that  causes  an 
expansion  of  credit.  ”This  movement  is  even  more  unlimited  in  scope* 
Self-interest  prompts  both  the  enterprising  banker  ever  to  lend  more, 
for  to  each  the  increase  in  his  credit  operation  means  an  increase  in 
his  business.  . . The  general  rise  of  prices  Vv’ill  involve  a pro- 
portional increase  of  borrowing  to  finance  a given  output  of  goods, 
over  and  above  the  increase  necessitated  by  the  increase  of  output. 

. Where  whill  this  process  end?  In  the  case  of  curtailment  of  cred- 
its the  self-interest  of  the  bankers  and  the  distress  of  the  merchants 
combined  to  restore  the  creation  of  credits,  though  not  to  its  pre- 
existing level.  But  in  the  case  of  expansion  of  credits  there  is  no 
such  corrective  influence  at  work.  An  indefinite  expansion  or  in- 
flation of  credit  seems  to  be  in  the  immediate  interest  of  merchants 
and  gankers  alike.  Again,  all  standard  of  value  of  the  m.oney  of 
account  is  completely  lost. 

Here  is  v\/here  money  itself  comes  in.  First,  as  a means  for  the 
legal  discharge  of  debt  by  both  the  bankers  and  their  customers. 

This  is  its  primary  purpose.  ''The  bankers^  obligation  must  be  to  pay 
money,”  because  it  is  not  of  itself  the  legal  means  of  discharging 
a debt. 


m 
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Second  as  a medium  of  exchange,  "because  a purchase  creates  a 
debt,  and  money  provides  the  mear.s  of  paying  the  debt.  When  a debt 
is  paid  in  ready  money  this  merely  means  that  the  debt  is  immediately 
discharged."  Thus  a "medium  of  exchange"  is,  legally  and  economic- 
ally,  the  creation  and  immediate  discharge  of  a debt.  It  is  discharged 
by  voluntary  acceptance  if  the  medium  is  banic  credit;  comipulsory 
ac.oeptance  if  the  m.edium  is  money. 

Third,  a standard  of  value.  "The  value  of  a debt  immediately 
due  is  necessarily  equal  to  the  value  of  the  m.eans  by  which  it  can 
be  legally  paid.  Thus  the  problem  of  stabilizing  credit  is  identi- 
fied with  the  problem  of  stabilizing  the  value  of  money." 

Thus  Hawtrey  completes  the  economacs  of  the  legal  problem 
started  not  only  by  Macleod  and  Knapp,  but  also  by  Marx  and  Proudhon. 

It  turns  on  the  meaning  of  Property  and  Price.  With  Marx  and  Proud- 
hon the  meaning  of  property  was  that  of  the  classical  and  hedonic 
economists,  namely,  the  exclusive  holding  of  a physical  object 
against  ail  the  world  for  one^s  own  control.  Macleod  substituted  the 
legal  meaning  of  "incorporeal  property,"  namely  a debt  owed  by  one 
person  to  another,  but  he  treated  this  debt  like  a commodity  because, 
by  the  legal  invention  of  negotiability  it  could  be  bought  and  sold 
like  a commodity.  Hence,  miisled  by  a mere  tecimical  accident  of  the 
English  comm.on  law,  he  made  this  debt  a duplicate  commodity,  additional 
to  the  physical  commodity  whose  security  or  sale  created  the  debt, 
not  observing  that  the  commodity  market  and  the  debt  market  were 
only  two  aspects  of  the  samxe  m.arket. 

Then  Knapp,  by  his  concept  of  a pay  community,  developed  the 
principles,  not  of  a commodity  market,  but  of  a debt  market.  Finally 
Havytrey,  by  carefully  following  each  step  in  modern  business  trans- 
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actions,  on  "both  the  commodity  markets  and  the  debt  markets,  tied  the 
two  together  hy  his  two-foid  aspect  of  Price,  a price  on  the  commod- 
ity market  determining  the  magnitude  of  a debt  on  the  money  market. 

On  the  legal  side,  where  Macieod  had  introduced  only  the  legal  device 
of  negotiability,  suitable  to  the  transfer  of  ownership  of  a debt, 
Hawtrey  added  the  legal  doctrine  of  assumpsit,  suitable  to  the 
creation  of  the  debt  itself.  This  doctrine,  in  its  miodern  develop- 
ment, has  hecomie  the  basis  of  almost  all  transactions  on  all  markets, 
and  is  in  effect,  the  assumption  that  a mere  offer  and  acceptance  of 
a price  on  the  commodity  market  creates  a debt  at  that  price,  whose 
negotiability  on  the  money  market  had  attracted  Macieod,  and  v\/hose 
book-keeping  in  the  office  of  a bank  had  attracted  Knapp.  Thus  a 
debt  instead  of  a commodity  becomes  the  subject-matter  of  a science 
that  would  unite  in  one  functional  relation  of  mutual  dependence  the 
production  of  wealth,  the  relative  scarcities  of  wealth  and  money  and 
the  laws  of  property.  V/e  shall  consider  the  further  development  when 
we  reach  the  analysis  of  a third  type  of  property,  the  intangible 
property,  other  than  debts,  created  by  the  expectations  of  buying  and 
selling. 

(belovi/  chapter  on  Willingness)  Meanwhile  we  attend  to  the  signifi- 
cance of  Hawtrey’ s distinction  between  a science  of  human  purpose  and 
the  physical  sciences. 


(Hext,  p.  71,  Purpose  of  Money) 
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5.  Purpose  of  Honey 

1/e  have  seen  that,  by  combining  Maoleod^s  negotiability 
of  debts  and  Knapp ^s  pay  community,  the  theory  of  money  becomes 
an  Institutional,  distinguished  from  a Commodity  theory.  Its 
institutional  character  arises  from  the  payment  of  debts  and 
transfer  of  immiediate  and  e:icpected  ovmership  of  commodities. 

Both  Macleod  and  Knapp  departed  from  the  beaten  track  of  eco- 
nomic theory  when  they  shifted  their  ground  to  legal  theories 
of  debt-payment.  But  Macleod  did  not  get  away  from  commodities, 
and  only  Knapp ^s  pay  communities,  with  their  concept  of  con- 
certed action  instead  of  individual  action,  offer  an  institutional 
concept  of  money.  The  first  economist,  prior  to  Knapp,  wirio, 
being  adequately  equipped  in  logic  and  ethics,  attempted 
critically  to  revise  Macleod^s  bizarre  theories  and  to  in- 
corporate them,  along  with  the  then  novel  diminishing  utility 

theory  of  Jevons,  into  an  also  critical  revision  of  the  physical 

1 

theories,  was  Sidgwick,  in  1883. 

V/e  begin  with  Sidgv^/ick^s  definition  of  mone57-.  He  faces  the 
difficulty  of  defining  a term  ^’so  fluctuating  and  uncertain’^  as 
money  by  criticising  the  objection  raised  by  Jevons  against  attempt- 
ing any  definition  at  all.  Jevons  had  said  it  was  a "logical 
blunder"  to  suppose  that,  by  "settling  the  meaning  of  a single 
word",  v/e  could  avoid  all  the  complex  differences  and  various 
conditions  of  man5^  things,  requiring  each  its  ovm  definition". 

Jevons  had  referred  to  the  contradictory  objects  which  are  or 

1 Sidgwick,  Henry,  The  Principles  of  Political  Economy  (1883, 
second  edition  1887,  "not  altered  on  any  point  of  fundamental 
importance").  Citations  are  to  second  edition. 
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may  "be  called  money,  such  as  "bullion,  standard  coin,  convertible 
and  inconvertible  notes,  legal  tender  and  not  legal  tender, 
cheques  of  various  hinds,  mercantile  bills,  exchequer  bills, 
stock  certificates,  etc.",  each  of  which  "requires  its  own  def- 
inition". But  Sidgwick  replied  that  Jevons^  position  is  "para- 
doxical" in  holding  "that  it  is  logically  correct  to  give  defini- 
tions of  a number  of  species,  but  logically  erroneous  to  try  to 
define  their  common  genus".  These  spec  es  themselves  have  the 
"same  sort  of  difficulties,  when  one  attempts  to  determine  them 
precisely,  as  the  wider  notion  '^money’  does." 

Then  Sidgwick  lays  down  an  "essential  and  fundamental 
function  of  money",  v\/hich  shall  serve  him  as  the  general  prin- 
ciple or  function  of  the  genus.  This  fundamental  function  is  one 
that  will  distinguish  money  from  "goods",  or  "commodities",  or 
"wealth",  but  shall  permit  more  detailed  definitions  of  the 
differences  which  distinguish  one  species  of  money  from  another. 
This  general  function  of  money  is  that  of  being  "used  in  ex- 
changes and  other  transfers  of  v/ealth  v;here  the  object  is  to 
transfer  not  some  particular  commodity  but  command  over 
commodities  generally:  it  is  as  a medium  of  wealtli-transf er 
that  money  is  qualified  for  performing  its  other  important 
function  of  measuring  values." 

Sidgwick,  on  the  basis  of  this  fundamental  principle 
running  through  all  the  contradictory  kinds  of  money,  explains 
how  it  is  that  business  men,  bankers,  and  even  so  distinguished 

i 

an  economist  as  Bagehot,  define  money  as  metallic  money  or 
bank  notes,  but  in  most  of  their  reasoning  speak  of  it  as 


1 Ibid. , 2E5-226 
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"■barOcers  ^ obligations  to  pay  money  on  demand,  not  even  em- 
bodied in  banl^  notes”.  The  reason  is  that  ”in  ordinary  times” 

a practical  man  is  av/are  that  ”he  can  convert  any  portion  of 

1 

his  bankers^  liabilities  into  gold  or  notes  at  will,  and  that 
he  only  leaves  it  in  its  immaterial  condition  for  his  own 
convenience.  . . Hence  he  naturally  com.es  to  think  and  speak 

of  ail  the  ^money  at  his  bank^  as  ^ ready  cash^.  So  Bagehot 
conceives  England  to  have  ^more  ready  cash^  than  any  other 
country”,  vyhereas  v/hat  she  has  is  more  banJc  debts  payable  on 
demand. 

But,  v/hen  it  comes  to  a crisis  and  collapse  of  credit  ”the 

difference  between  bankers’  liabilities  and  their  means  of 

meeting  them  becomes  only  too  palpable.  The  same  thing  that 

he  has  ^ust  called  ’cash’  appears  to  him  in  its  opposite 

character  of  ’credit’;  and  - again  with  Bageiiot  - he  views 

England’s  ’cash  in  hand’  as  being  ’so.  exceedingly  small  that 

a bystander  almost  trembles  at  its  minuteness  compared  with 

2 

the  immensity  of  the  credit  that  rests  upon  it’.” 

With  this  double  meaning  of  money  in  view,  Sidgwick  decide 
to  follow  Macleod  and  adopt  the  term  cun*rent  in  the  money 
market,  so  as  to  denote  by  money  the  ’’whole”  of  the  ordinary 
medium  of  exchange.  He  criticises  Mill  who  had  spoken  ’’con- 
temptuously” of  Macleod’.s  ’’extension  of  credit  being  talked  of 
. . . as  if  credit  were  actually  capital”,  wixereas  it  is  only 

’’permission  to  use  the  capital  of  another  person”.  Sidgwick 
observes  that,  in  a certain  sense  the  same  is  true  of  gold  coin 
’’Its  only  function  is  to  ’permit’  or  enable  its  owner  to  ob- 
tain and  use  other  wealth  and  that  it  is  only  in  this  sense 


1 Bank  of  England  Motes. 

2 Ibid.,  223. 
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that  Iviiiis^  statement  is  true  of  the  credits  or  liabilities 

which  a banher  lends  to  his  customers^  whether  in  the  form  of 

notes,  or  under  the  rather  misleading  name  of  ^deposits’.  This 

credit,  no  doubt,  is  a comparatively  fragile  and  perishable 

instrument  for  transferring  wealth;  but  that  is  no  reason  for 

ignoring  the  fact  that,  in  a modern  industrial  community,  it 

1 

is  the  instrum.ent  mainly  used  for  this  important  purpose*” 

Sidgwick  thereupon  expands  V/alker^s  definition  of  money 

to  conform  to  Macleod^s  definition.  Walker  had  defined  m.oney 

as  ”that  which  passes  freely  from  hand  to  hand  throughout  the 

comjriunity  in  final  discharge  of  debts  and  full  payment  for 
2 

commodities.”  Sidgwick  changes  Walker’s  term,  ”from  hand  to 
hand”,  making  it  read  ”fromi  owner  to  owner”,  in  order  to  in- 
elude  bank  deposits  as  money,  which  Walker  had  excluded,  al- 
though he  had  include  bank  notes.  ”It  appears  to  be  the 
difference  between  the  tv\^o  phrases  v;hich  renders  lir.  Walker 
unwilling  to  recognize  deposits  in  banks  as  money;  since  they 
cannot  ’pass  from  hand  to  hand’,  as  notes  do.  But  surely”, 
continued  Sidgwick,  ’’when  payment  is  made  by  notes  (not  being 
legal  tender),  the  important  fact  is  not  the  mere  physical 
transmission  of  pieces  of  paper,  but  the  transfer  of  claims 
on  the  banker;  which  is  equally  effected  when  payment  is  m.ade 
by  cheques.” 

Sidgwick  then  goes  on  to  develop,  as  did  Macleod, 
what  may  be  distinguished  as  the  technical  legal  purpose  of 


1 Ibid.,  224. 

2 Walker,  Frances  A.,  Money  Trade  and  Industry,  4 (18?) 


Ke  f " • il  -re  * j 'io  ax;*!.''"  nx  ^noiiiG^B:tB  ^ alliLT 

-.  .'tr  .aroi  : i9t!jc  .\  ^ rnovejjn  qx  ■i'  ot  a :;iOl  usiJinBcf  xj-iioxuvv 

:i ; j : • 'iaxPEoXsi '•  c^.id'  ‘xoXnTf  *xo  ^eoefon 

: jiC  i-i  r*  •• . , j j f I 1 1 V:  5’i  i i 9 V x j B *1 , '.  q.  no  c ' r c , too i:  o ii  , i; X 9 ‘i  o 

. lo't  :ioRi30T  on  si  iBxii  . ';  Xv  lBniv  • ;^:ti'r*t9^8nBnd  to'1  Xn3'^aC'’‘r-tani 

• t .^^utx:n^^.^o.  a.oi;;i  !••  :nTe;’0'".  B ni  .tob*!:  aiiX  .^aiTonsi 

'•  ."  .ss-dqx:x.i  : - iii it  *ro>  ■ ‘.''o ax;  x-, Ini B;-n  jnonWT.tani  toit  ai 

rx  rX.  : Is  t ■•[iBV;  xi'nBqxe  aoqrj8‘iaiiii 


X 'leiiia.XiV  . ...o  rtirit ien.’a ’Jbceloslvl  oi  rn'iolnoo  oi 
•.  o;.:'  .‘XX!  .l;.v:.'0'iiiit  .^it  i *’■.  B9.88Bq  doidw  aa 

.tfir.rrvvcq  II.r;'>  xnc  :;  • -i  ) j sni.i  ni  \’;:f iimumoo 

o 

•o-:.,vn'!.i  .•■’o-T-t''  ,.:’.'I'^''  's' rvv,-  s3-,yi£rlc:.-rotvY>'(Sj;3  "■.Si5i..+  i^)o;n£]oo 
-n>  -rJ:  -i-.j-io  nA  'oi  -lonwc,' .-nr:"  Sbs'i  'ii  snx:{6.-:i 

■■■^A  ,.:sxxiv\'9  rrs:JIs\T;  lir-ijiv.-  nsaam  sb  so'-xsogoi.  rnfjtf  efiBio 

vS.  ?•!  • 2-C6SC'.  j"'  . ,rjjos  5<:iflcJ  sSjjIsiii' .A'Bii  Jil  ilguaxirf 

•i.*aiB'.".  .X  ai&ftfl'.s:  . '..^:!vv  ese^x!  r o^;;^- &jiJ-  jia,-.  ..ra-i  amia'ial'iJ-j} 
■.  Jf.-iia  .:v>:Tc-'i  3.'J  ..s;:;:Bcj:  •s.iieoqaB  os tnr.o s-ji'  .-iJ  snlJIl'.-.’ntr 

, ."'vfnxcs  tvd  . .oi:  e .s;,  ' f nv  v ox  ..isil  ■.•.vorr  e^Bq ''  rjoirr.so 
X ■ r.,,jon  xi  Doml^aoo 

. ,,i,.xort  xi  Jorx  3;.^  A^ehaof  iBssi 

>0  ....oq,;  v-  osoox.-lo  noi asxmenB-x* 

nr  ;c  i w ux,.  .1 

•’'  - !’  o;/'-  0ji  0 v;a 

,r.  ^^r,n,i  i-i  ....jj  -.v;,,  . /,3  fio  fiacLv  no.f.t  Yotw^Blc 


. ‘ i ? 31 ) 1*.  , n.,.;i>r;  T 


oaoi/.  .A  Be onr^Yi  ^ a 


money  rather  than  the  physioai,  economic  or  ethical  purpose 
of  money.  He  does  so,  as  is  the  practice  of  economists,  under 
the  name  of  the  ”functions^^  of  money.  But  it  must  he  observed 
that  the  word  "function”  is  taken  over  from  physics,  physiology 
and  mathematics,  and  carries  a metaphor  not  suited  to  a science 
of  the  human  v/ille  The  truly  analogous  term  is  Purpose.  In 
speaking  of  "functions”  no  distinction  is  made  betv^een 
mechanism,  organism  and  going  concerns.  Every  so-called 
"function"  in  economics  is  a purpose,  since  it  arises  in  the 
process  of  transactions  between  purposeful  human  beings.  Con- 
sequently, instead  of  a "functional"  economics,  the  economics 
of  transactions  and  going  concerns  is  a "purposeful  economics". 
Vhierever,  in  conformiity  with  usage,  or  to  introduce  shades  of 
meaning,  drop  into  the  metaphorical  term  "function",  or 
"functional",  it  is  always  to  be  understood  to  mean  purpose  or 
purposeful.  This  is  important  as  we  proceed  to  analyze 
Sidgwick^s  "functions"  of  m.oney.  His  "essential  and  fundamental 
function"  of  money  is  the  essential  and  fundamental  purpose 
of  those  who  in  their  transactions  have  need  of  money.  By 
elipsis  we  speak  of  the  purpose  of  m.oney;  without  elipsis  it 
is  the  purpose  of  those  who  use  money.  v/ith  this  in  mind  we 
proceed  to  Sidgwick^s  "functions"  of  money. 

His  criticism  of  V/alker  shows  that  he  had  discarded  the 
physical  economist’s  notion  of  "eiKchange"  and  "circulation"  as 
a physical  delivery  of  commodities  "from  hand  to  hand",  and  had 
substituted  Macleod’s  legal  and  institutional  transfer  "from 
owner  to  owner".  The  function  of  money,  however,  is  even  yet  a 
technical  function,  rather  than  economic,  and  the  shift  from 
the  physical  "hand-to-hand"  concept  over  to  institutional 
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”owner-toowner"  concept  is  £l . change  from  the  physical  technique 
of  delivering  commodities  to  the  legal  technique  of  negotiability, 
alienation  and  acquisition  of  the  ownership  of  commodities.  The 
further  shift  to  another  purposeful  relationship  is  needed,  namely, 
the  purpose  of  participants,  by  utilizing  the  "means  of  exchange 
to  determine  upon  and  measure  the  scarcity  values  of  commodities. 
V/hile  the  physical  and  legal  technique  belong  to  the  purpose  of 
increasing  the  "efficiency"  of  goods  and  of  legal  procedure,  the 
economic  purpose  belongs  to  the  function  of  prices  in  determining 
and  measuring  the  relative  scarcities  of  goods  and  money. 

Sidgwick^s  development  of  the  legal  tecirmif. ue  of  money,  con- 
trasted with  Walker^s  physical  technique,  is  significant  in  order 
to  bring  out  by  contrast  his  elimination  of  this  economic  purpose 
and  to  indicate  his  literal  acceptance  of  kacleod^s  identifica- 
tion of  notes  and  checks  as  a matter  of  merely  the  legal  technique 
of  transferring  ownership.  "Ko  doubt",  he  says,  "the  receiver  of 
the  cheque  might  demand  payment  in  notes:  but  similarly  the  re- 
ceiver of  notes  might  pay  tiiem  in  and  have  the  sum  added  to  his 
account.  The  former,  again,  might  ask  for  payment  in  gold;  but  so 
equally  might  the  latter.  From  neither  point  of  view  does  there 
appear  to  be  any  essential  distinction  betvveen  the  two.  In  saying 
this  I do  not  mean  to  ignore  the  important  practical  difference 
that  exists  betv/een  payment  by  notes  and  payment  by  cheques. 
Checques  do  not  circulate  as  notes  do:  the  receiver  of  a cheque 
commonly  pays  it  without  delay  and  thus  selects  the  banker  whose 
liabilities  he  consents  to  take  as  money,  whereas  the  receiver  of 
a note  usually  exercises  no  such  choice;  so  that  the  transfer  of 
bankers^  liabilities  is  more  complicated  in  the  former  case  than 
in  the  latter;  since  there  is  a change  of  bankers’  as  well  as  a 


1 Ibid.,  227x1. 
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change  of  hankers^  customers*  But  none  the  less  is  the  essence 
of  the  transaction  a transfer  of  hankers^  ohiigations  ^in  final 
discharge  of  debts  and  full  payment  for  commodities^.  Accordingly 
a definition  of  money  which  includes  banlc  notes  generally  and  ex- 
cludes the  rest  of  bankers^  liabilities  is,  I think,  quite  un- 
acceptable* " 

In  this  respect^  it  will  be  seen,  Sidgwick  practically 
eliminates  the  physical  metaphor  of "circulation” , and  substitutes 
the  reality  of  what  actually  happens,  which  turns  out  to  be, 
when  physical  analogy  is  wholly  abandoned,  Knapp *s  concept  of 
a "pay  community"-  The  modern  bank  check  scarcely  circulates 
at  all.  It  is  created,  endorsed  and  deposited  in  payment 
either  of  debts  previously  negotiated,  or  in  payment  of  new 
debts  currently  created  at  current  prices  by  the  transfer  of 
ownership  of  commodities*  The  latter  is  usually  considered  a 
"purchase",  but,  as  above  shown,  it  is  really  the  immediate 
payment  of  a debt  newly  created  for  commodities  newly  received. 

Yet  the  physical  metaphor  of  "circulation",  coming  down  from 
Quesnay  and  the  period  of  metallic  money,  is  the  source  of 
fallacies  from  which  even  Sidgwick  did  not  wholly  free  himself, 
as  will  be  noted  shortly.  Only  recently,  in  xlmerica,  has  the 
reality  of  what  actually  happens  been  made  available  for 
scientific  measurement,  in  the  statistics  now  reported  and 
published  of  "debits  to  individual  accounts".  These  debits  are 
a record  of  debt  payments,  including  commodity  purchases,  by 
business  men,  and  they  are  thereby  a record  of  the  transfer  of 
bankers^  liabilities  from  one  creditor  of  the  bank  to  another 
creditor.  The  term,  "circulation"  is  not  applicable  to  this 
process,  and  is  now,  as  it  always  was,  a metaphor  drawn  from 
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the  circulation  of  the  hiood  or  from  an  impossible  physical 
analogy  of  water  flowing  down  hill  and  goods  flov/ing  up  hill. 
Instead  of  m.etaphor  the  reality  is  debits  on  the  banker  ^s  books 
and  credits  on  the  merchant's,  arising  out  of  transfers  of  owner- 
ship, and  this  is  none  other  than  Knapp ^s  organization  of  pay 
communities. 

Knapp,  as  we  have  noted,  had  several  classes  of  ”pay  com- 
munities”, the  principal  of  which  v^ere  the  State  in  the  case  of 
legal  tender  and  the  commercial  banks  in  the  case  of  notes  and 
checks#  There  may  be  others,  permanent  or  temporary  or  even 
occasional.  The  essential  point  is,  not  whether  the  instrument 
that  is  evidence  of  payment  actually  circulates,  for  "circulation” 
means  only  that  the  same  instrument  pays  more  than  one  debt,  but 
the  essential  thing  is  that  it  pays  at  least  one  debt,  or,  what 
is  the  same  thing,  makes  at  least  one  purchase  by  transferring 
at  least  one  title  of  ownership  of  commodities.  Macleod  himself, 
as  v^e  have  seen,  from  whom  Sidgwick  derived  this  idea  of  debt 
paym.ent,  was  burdened  by  the  traditional  physical  analogies  of 
circulation.  A debt  had  to  "circulate”  in  order  to  be  money,  and 
there  is  an  analogy  of  circulation  when  a bill  of  exchange 
passes  through  as  many  as  150  endorsements,  which  he  says  had 
happened  in  Lancashire,  but  this,  of  course,  is  still  a meta- 
phor - the  reality  is  that  it  paid  150  debts  and  was  evidence 
in  law  of  150  transfers  of  ownership  of  commodities.  Physical 
analogies  are  unavoidable  but  should  not  be  misleading.  It  is 
not  "circulation”  or  movement  from  "hand  to  hand”  that  is  im- 
portant in  the  definition  of  money  - it  is  the  volume  of  debt 
payments  and  the  variety  of  debt  instruments  which  are  used  to 
pay  debts,  includirig  purchases. 
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Sidgwiok  discusses  tais  aspect  under  the  heading  of  the 
”finaiity^^  of  different  kinds  of  money  in  the  discharge  of  debts* 
V/hat  is  it  that  ultimately  and  finally  releases  debtors,  in- 
cluding purchasers,  from  their  obligations  to  pay?  Sidgwick 
concludes  that  finality,  in  this  sense,  is  a matter  of  degree, 
and  that  the  "highest  degree"  of  finality  belongs  to  inconvert- 
ible notes  of  a modern  government  as  an  internal  medium  of  ex- 
change, through  the  two  legal  devices  of  acceptance  at  their 
nominal  value  in  payment  of  taxes  and  other  debts  due  to  the 
public  treasury,  and  of  legal  tender  lor  the  payment  of  private 
debts.  This  is  even  more  "final"  than  gold.  If  gold,  for  ex- 
ample, is  not  legal  tender,  and  if  contracts  to  pay  gold  bullion 
in  lieu  of  legal  tender  are  conceivably  not  enforced  in  court, 
then  gold  might  have  a lower  degree  of  finality  in  payment  of 
debts  than  legal  tender  notes.  Again,  banl:  notes  not  legal-tender , 
says  Sidgwick,  have  a still  lower  degree  of  finality,  not  differ- 
ent materially,  however,  from  that  of  banlc  deposits.  This  lower 
finality  than  legal  tender  is  owing  to  the  fact  that  the  banks 
may  be  called  upon  to  discharge  their  own  debts  in  legal  tender. 

But  this  liability  is  balanced  by  opposite  transactions  by  which 
the  banker  receives  gold  or  notes  in  exchange  for  his  own 

liabilities.  So  that  "in  ordinary  times  banlcers ^ liabilities  are 

1 

accepted  in  final  discharge  of  ordinary  debts". 

Evidently  in  these  conclusions  of  Sidgwick  regarding  the 
degrees  of  finality?-  of  a means  of  payment  in  the  discharge  of 
debts,  the  term  "finality"  is  used  in  a double  sense  which  may 
be  distinguished  as  negotiability  and  acceptability.  If  the 
instrument  received  is  negotiable  it  relieves  the  one  who  accepts 

1 Ibid. , 227. 
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it  from  any  liabilities  or  ^equities"  ov/ed  by  tine  one  who  makes 
the  payment,  or  by  any  preceding  person  v^ho  had  used  the  instru- 
ment as  a means  of  payment  of  debts  or  purchase  of  goods.  Hence; 
if  it  is  negotiable  the  recipient  can,  in  turn,  pass  it  on  to 
others  in  final  payment  of  debts  and  purchases.  Consequently, 
all  instruments  strictly  negotiable  are  equal  in  validity  to 
legal  tender  money,  since  they  are  always  promises  or  orders  to 
pay  that  money,  and  are  actually  accepted  by  creditors  and  sellers, 
in  ordinary  times,  in  final  payment  of  debts  and  purchasers. 

But  if  an  instrument  is  not  fully  negotiable,  being  merely 
assignable,  then  the  payor  can  pass  to  the  payee  only  so  much 
of  the  total  value  as  he  actually  owns,  and  the  payee  is  liable 
for  so  much  of  the  liabilities  of  the  payor,  or  even  of  pre- 
ceding payors,  as  may  legally  attach  to  the  instrument. 

But  even  though  instruments  may  have  the  highest  degree  of 
negotiability,  like  bank  notes,  or  bank  checks,  or  legal  tender 
money,  so  that  they  are  equally  acceptable  from  that  standpoint, 
yet  they  may  not  have  equal  acceptability,  on  the  part  of 
payees,  at  all  times.  These  different  degrees  of  acceptability 
turn  on  several  variable  factors.  First  is  the  compulsion  of 
courts  in  case  of  judicial  awards.  This  is  the  highest  degree 
of  acceptability  because  the  creditor  is  physically  compelled 
to  accept.  There  is  no  question  here  of  the  solvency  of  the 
debtor  who  issues  the  negotiable  paper  because  he  is  the  State 
and  uses  his  physical  power  to  compel  acceptance  and  release  the 
debtor.  But,  in  the  case  of  banks,  acceptability  turns  on  the 
expected  solvency  of  the  debtors,  so  that,  although  their 
demand  liabilities  are  as  highly  negotiable  as  legal  tender 
notes,  and,  "in  ordinary  times",  are  equall,-  acceptable,  yet  at 
other  times  they  may  not  be  equally  acceptable. 
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The  lowest  degree  of  acceptability  is  the  proirdses  of 
business  men,  which  though  equally  negotiable  with  the  others, 
are  not  as  well  knovm  and  therefore  cannot  be  passed  on  as 
well  in  future  payments.  Yet  these,  too,  may  serve  the  technical 
requirements  of  negotiability,  and  therefore,  from  that  stand- 
point, are  equally  a means  of  payment  with  the  others,  and  they 
are  actually  accepted  in  final  payment  of  debts.  Even  book 
credits,  though  not  negotiable,  are  used  to  purchase  com.miOdities 
and  to  get  full  title  to  them.  In  these  cases  it  is  the  will 
of  the  creditor  or  seller  that  accepts  payment,  uncoerced  by 
courts  of  law,  and  the  law  accepts  that  acceptance  as  final,  and 
transfers  title  to  the  commodity  accordingly. 

It  is  apparent,  then,  that  if  money  is  to  be  taken  as 
the  "whole”  of  money,  then  every  species  of  debt,  whether 
negotiable  or  non-negotiable , that  is  actually  accepted,  whether 
by  compulsion  of  law  or  by  custom  or  voluntary  action,  as  a 
means  of  final  payment  for  commodities,  either  immediately  or 
after  a lapse  of  time,  must  be  looked  upon  as  money.  All  of 
them  do  the  work  of  money  in  that  they  are  instriiments  for  the 
release  from  debt.  The  distinction  is  not  between  the  commodity, 
money  and  the  commodity,  goods  or  services,  but  between  debts 
and  goods;  bet'ween  an  institution  and  a thing. 

The  foregoing  has  to  do  with  the  technique  of  the  legal 
purpose  of  money.  The  ”v;hole"  of  money  is  anything,  not  a com- 
modity, that  pays  debts.  The  relations  of  the  parts  to  the  whole 
of  money  may  be  stated  in  economic  terms  of  limiting  and  comple- 
mentary factors.  The  different  kinds  of  money  serve  this  purpose 
of  payment,  but  in  different  degrees  of  acceptability  according 
to  circumstances.  At  any  time  and  place,  for  any  person  or  class 
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of  persons,  one  of  these  kinds  may  he  a limiting  factor  and  the 
others  compiementary,  At  a time  of  crisis  the  limiting  factor 
may  he  the  supply  of  legal  tender,  or  of  gold  imports,  or  of 
clearing  house  certificates,  and  these  rise  relatively  in  value, 
whereas  private  hank  notes  or  hank  deposits  are  at  that  time 
complementary  factors  not  as  greatly  valued  under  the  circum- 
stances. But  in  ordinary  times,  hank  deposits  may  he  the  limiting 
factor,  in  which  case  it  is  really  the  discount  policy  of  private 
hanlcs,  or  of  a central  hanlc,  that  is  the  limiting  factor,  and  the 
supply  of  gold  or  legal  tender  becomes  a complementary  factor 
not  vividly  important  under  the  then  circumstances.  These  limit- 
ing and  complementary  relations,  are,  in  fact,  different  degrees 
of  acceptahility,  and  all  kinds  of  money  play  their  part,  however 
great  their  differences  either  in  kind  of  instrument  or  in 
Sidgwick^s  degree  of  negotiability.  Each  land  of  money  is  a 
part  of  the  whole  legal  mechanism  of  money,  which  consists  in 
the  technical  attribute  of  immediate  or  deferred  payment  for 
commodities.  They  differ  from  commodities  as  release  from 
debt  differs  from  acquisition  of  things.  They  are  not  physical 
exchange  of  commodities  - they  are  acquisition  of,  and  payment 
for,  commodities. 

As  soon,  hov/ever,  as  state  the  whole  of  the  legal 
mechanism  of  release  from  debt  in  terms  of  limiting  and  comple- 
mentary factors  we  have  passed  to  the  economic  purpose  of  money 
in  determining  prices,  distinguished  from  the  technical  legal 
purpose  of  paying  debts  and  transferring  ownership.  These 
economic  and  legal  purposes  are,  indeed,  inseparable  and  each 
bears  a functional  relation  to  the  other  in  the  fact  that  the 
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issue  of  means  of  payment  "by  a bank  or  government  is  inseparable 
from,  the  quantity  issued.  Legally  they  release  from  debt; 
economioally  their  supply  is  limited*  Shall  money  be  defined 
legally  0£  economically,  or  both  legally  and  economically? 

Sidgwick,  following  Macleod,  defines  it  legally  and  not  econ- 
omically. But  if  the  means  of  release  from  debt  and  the  acqui- 
sition of  commodities  for  which  the  debt  itself  was  incurred 
are  functionally  dependent  upon  each  other,  then  the  "whole*^  of 
money  must  be  so  defined  as  to  include  this  functionally 
related  two-fold  purpose.  If  not,  then  the  limitation  to  merely 
the  technical  legal  purpose  leads  to  difficulties,  three  of  which 
are  illustrated  in  Sidgwick^s  doubts  about  the  proper  classifi- 
cation of  inconvertible  notes,  merchants  debts  and  stock  market 
securities.  Y/e  shall  consider  these  separately. 

The  finality  of  inconvertible  government  notes  as  legal 
tender  means  of  debt-payment,  says  Sidgv/ick,  "is  only  attained 
at  the  cost  of  rendering  them  liable  to  depreciation  from  over- 
issue." On  this  account,  "their  inferiority  to  convertible 
notes  is  so  palpable  and  so  universally  recognized  that  it 
would  be  practically  very  awkward  to  dignify  "inconvertible 
legal  tender  by  the  title  of  money,  and  to  refuse  the  title  of 
money  to  convertible  but  not  legal  tender  notes  which  have  a 
lesser  degree  of  legal  finality." 

Here,  it  will  be  noted,  the  meaning  of  finality  is  shifted 
from  technical  negotiability  to  economic  acceptability,  and 
therefore  from  the  legal  purpose  of  government  in  providing  a 
means  of  payment  to  the  economic  purpose  oi  government  in  "over- 
issuing" the  means  of  payment.  An  "'under- issue"  might  result  in 
maintaining  convertibility  as  when  an  arbitrary  limit  of 
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quantity  is  placed  on  accessory  money,  like  silver,  or  on  notes 
and  coins  of  small  denomination,  or  on  full  legal  tender  notes 
themselves. 

The  reconciliation  of  this  legal  and  economic  difficulty 
in  defining  money,  so  that  it  can  he  defined  both  legally  and 
economically,  is  to  he  accomplished  hy  V/ieser^s  paradox  of 
value,  v^/hich  is  a way  of  stating  the  functional  relation  between 
limiting  and  complementary  factors.  The  use-value  of  money  is 
its  technical  legal  qualities  Vi/hich  serve  as  means  of  release 
from  debt,  but  these  are  functionally  inseparable  from  the 
scarcity-value  of  money  as  the  relation  betvi/een  the  total  supply 
of  means  of  release  and  the  country's  total  demand  for  means 
of  release,  with  the  result  that  the  value  of  the  whole  quantity 
of  money  changes  according  to  changes  in  either  the  technical 
use-value  or  the  economic  scarcity-value.  While  the  economic 
purpose  of  the  governing  authorities,  and  of  bankers  and  mer- 
chants is  functionally  inseparable  from  the  technical  legal 
purpose  of  furnishing  a means  of  payment,  the  one  affecting 
scarcity  value,  the  other  affecting  the  use-value  of  money,  yet 
they  involve  two  entirely  different  principles,  the  technical 
legal  principles  outlined  by  Macleod  and  Knapp,  and  the  economic 
principles  to  be  determined  by  a different  kind  of  experiment 
and  experience. 

A different  treatment  is  accorded  by  Sidgwick  to  merchants^ 
debts  distinguished  from  bankers*  debts.  While  he  includes 
inconvertible  government  notes  within  his  classification  of 
kinds  of  money,  since  they  have  the  "highest  degree"  of  technical 
quality,  even  though  they  have  economic  inferiority  and  there- 
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fore  inferior  acceptability,  yet  he  excludes  from  his  defini- 
tion this  other  kind  of  means  of  payment  which  also  has  economic 
effects,  on  the  ground  that  it  does  not  conform  to  his  technical 
legal  definition  of  money.  His  test  here  is  "the  manner"  in 
v^hich  the  functions  of  money  are  performed  and  not  the  economic 
consequences  of  the  performance*  If  money  does  not  perform  in 
the  technical  manner  of  his  definition,  which  here  includes  the 
physical  analogy  of  circulation,  then  it  is  not  money  - it  is 
a "substitute"  for  money.  Thus  he  says,  "If  a private  individual 
(A)  obtains  any  valuable  article  from  another  (B)  by  promising 
to  pay  for  it  hereafter,  and  does  pay  for  it,  the  credit  he 
receives  obviously  does  not  operate  as  a substitute  for  money 
at  all,  in  the  long  run  - though  it  tends  pro  tanto  to  raise 
prices  temporarily." 

Here  Sidgwiclc  definitely  excludes  the  economic  functions 

of  money  from  his  definition  of  money.  He  goes  on  to  state  his 

standard  for  the  definition  to  be  the  actual  use  of  the  legal 

function  of  negotiability.  "Only  if  B (the  seller  of  the 

commodity)  uses  A^s  debt  (the  merchant-purchaser)  to  him  as  a 

means  of  purchasing  another  commodity  from  C does  this  credit 

begin  to  be  a substitute  for  money:  if  C uses  it  similarly  in 

a similar  transaction  with  B,  its  efficiency  as  a substitute 

is  doubled.  But  it  is  not  until  such  a debt  has  come  to  be 

taken  without  any  idea  of  using  it  otherwise  than  as  a means  of 

payment  that  it  has  completely  acquired  the  characteristics  of 
1 

money. " 

Thus  a merchant's  debt  incurred  by  the  purchase  of  commodities, 
which,  in  lav/,  transfers  to  the  merchant  full  legal  ownership 
1 Ibid. , 251. 
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of  the  commodity,  is  not  money  if  the  merchant  pays  his  debt 
directly  to  the  seller  and  the  seller  therefore  does  not  sell 
the  debt  to  a banker  for  a deposit  credit  or  does  not  sell  it 
to  another  merchant  in  purchase  of  goods.  That  is,  it  is  not 
money  if  it  does  not  ^circulate".  Such  a transaction  is 
similar  to  a book  credit  given  by  the  seller  to  the  buyer, 
which  is  not  negotiable.  And  yet  it  has  some  effect  on  the 
price  paid  by  the  buyer  for  the  commodity,  making  that  price 
’’temporarily”  higher,  undoubtedly  because  the  buyer  can,  and 
usually  does,  pay  a higher  price  if  he  can  buy  on  credit,  and 
the  seller  usually’’  charges  a higher  price  when  he  sells  ”on 
credit”  than  when  he  sells  for  ’’cash”.  In  such  case,  although 
the  effect  is  to  raise  the  price,  the  transaction  does  not  create 
even  a ’’substitute”  for  money. 

Evidently  this  exclusion  of  a merchant’s  book  credit  con- 
tradicts Sidgv;ick’s  inclusion  of  other  debt  instruments  in  his 
definition  of  money.  In  the  first  place,  as  Macleod  points  out, 
this  book  debt  is  as  ’’final"  a means  of  payment  for  the  commodity 
purchased  by  the  merchant  as  it  would  be  if  used  by  the  seller  to 
pay  his  own  debts  or  purchase  other  commodities.  Says  Macleod, 

”V/hen  a merchant  makes  a purchase  with  his  Credit.  . . it  is 

an  absolute  Sale:  just  as  much  as  if  the  purchase  had  been 
effected  with  money.  The  Property  in  the  goods  is  ceded  to  the 

merchant  as  fully  and  effectually  as  if  he  had  paid  for  them  in 
1 

money. ” 

Thus  we  can  see  that  even  a book  credit,  not  negotiable 
in  lav7,  serves  as  a medium  of  transferring  wealth,  because  it 


1 1 Elements  288. 


rq-  T • D.^o  ‘jixi.^^ano,^  '■n::’  xiv  ;.';:r:ioD  exlj-  l,o 

l ‘Ad3  J’ri'i  ■ • X6r  'le  ;.i-.jc  8ri^'  on*}*  o.i-'  j 

'1  iloc  ioi^  ‘::^-*-3;;‘  lo-  ^ Irioqpij  b- lal  '-tJirCiBd  orf-  d’iGi''  axiJ-  ! 

j i'  •^'■00^  Jr  o:2BriC'f.i;rr  fsiSSix^-i^y.'n  ^foAdraB  od  ; 

. ::  >■  ; r b-  ir>j!C  J'o.t  Jou  port  .f-r  Jl'  y^.snon- 


i -.1*  J ’ -ftilisu  Pfit'  vt!  rjevl^.  :)  j50o*p  :<cod  s-  r-BLlniB.  i 

:?r!r  :^o  *00  1^0  :cii  bjS;!  ^ t fe^  I::u..  ►.pit- eJ: iTo^jOn  >tbrf  si:  iit^iiiw-  | 
'>0i'rq  :inl2.^  ' . vC/' 'no.*'  ‘X3\;iyc!.  e:nr^  xA  3Ciro 

edJ  ^:r:jjo3 :ii!.  ./roiip^iA  ’■i^.a:‘rj3‘ccqm8^ ' 

’•  •"  ^‘  ’ rue  0ri  li  t-)-  i -'T,.'  ‘ibi;;- i-i  S’  q.,.0M.  .,88'ov;.' 

: .’.  .-'-'i:  CiS  /le.ii.'  cK'xT-v  . 're;: -j. . ■;  .3  ^ J!i-.fi-3J3  ‘jr.-PlletTi  ; 

..  -L  . , '•-■:•  'W-';}:  mmJ-  ''Jiho^c-  ^ 


• V^iurn  ^ k np'/a 

- irz  'i  1 '^-'lo  :i[oox  ■;V:  :/?..cxcir:  >;  ! . qvylD.co  '/AJA-.^AAvA: 

■ li-  rq^.  1 

' ■' ■ • r"  ^i-.-;  ':j.  l-j  n^i?iXn21:a'.b 

..  r y;i:  TC'J  .h!e  u;:.^  i ,,  2,u:v,:  "'.Unr'-”  r-  bI  Acrd  BlAf 

' :v.i:tciv;  r.r  aA>>  .rnxjii^T ;-.:•  ad^j-  X'a3Bj^roa>:'q* 

•' " ■•’-.Cf.o  u;g  t'.'  m.rj.  alxi-  y,Bq 

■ eu-.. rrrq  b an:A.<:^^  r iBAfyxr-.'::  B 

' ‘ ■ ‘"'  di.^A  :-c>Sj^A.  o-txflor>cij:i  rtB 

' ,V3fyoi>i  firMVr 

...o;  ‘ -VO-  i-.;  ■„  / j.;  u sa 

•'■  -qariui)- 

.‘-i  ■. -i ? -Jc  .:.j;i:>9..-.  b :v',v‘::,e  ,'.;t?i  rtx  ' 


changes  the  ownership  of  wealth.  And,  in  economics,  according  to 
Sidgwick,  it  has  the  effect  of  raising  prices  ^’temporarily”. 

Both  in  lav;  and  economics j therefore,  a hook  credit  is  money, 
and  if  it  is  made  negotiable  as  a trade  acceptance,  the  only 
meaning  is  that  it  becomes  a more  efficient  money  - not  that  it 
is  changed  from  no-money,  or  no-substitute  for  money,  into  the 
money-purpose  of  transferring  ownership  and  modifying  prices. 

This  exclusion  of  merchants’  debts,  not  actually  sold  by  the 
seller  of  the  commodity,  from  iiis  technical  legal  purpose  of 
money  is  merely  a remnant  from  the  traditional  metaphor  of 
’’circulation”  which  he  had  criticised  in  the  case  of  V/alker. 

Book  credits,  indeed,  do  not  ’’circulate”,  but  they  do  transfer 
the  ownership  of  goods.  They  transfer,  indeed,  only  one  owner- 
ship, whereas  if  they  circulate  they  transfer  several  ovmerships. 
But  this  single  feat'ure  of  circulation  is  not  essential  to  the 
meaning  - the  essential  thing  is  the  legally  recognized  means  of 
transferring  ownership  of  commodities.  The  merchant’s  debt  to 
the  seller  is,  in  law,  full  payment  of  the  merchant’s  debt  to  the 
seller  for  the  commodity  purchased.  It  is  this  that  has 
economic  effects  on  prices,  for  it  is,  insofar,  even  though 
’’temporarily”,  an  increase  in  the  buyer’s  ability  to  buy  more 
goods  at  higher  prices. 

This  exclusion  of  a merchant’s  non-negotiable  book  credit 
from  the  definition  of  even  a ’’substitute”  for  money  is,  again, 
inconsistent  with  Sidgwick ’s  inclusion  of  certain  long-time 
securities  as  substitutes  for  money.  He  says,  ’’There  are  certain 
widely  accepted  securities  - the  bonds  of  some  governments,  of 
some  railways,  etc.  - which  are  so  much  more  convenient  for 
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transmission  than  'bullion  that  they  are  freguentljr  used  as 

suhstituues  j.or  "bullion  in  the  payment  of  international  debts. 

V/hen  such  securities  have  come  to  he  bought  and  sold  with  a view 

to  the  fulfillment  of  this  function,  to  deny  that  they  possess 

pro  tanto  the  most  essential  characteristic  of  money,  would  be 

1 

to  make  ourselves  the  slaves  of  language.”  To  which  may  be 
added  the  economic  purpose  of  reducing  the  demand  for  bullion 
which  otherwise  would  increase  the  value  of  the  whole  of  money. 

It  will  be  seen,  in  the  foregoing,  that  there  are  as  great 
difficulties  in  the  way  of  classifying  some  debts  as  "substitutes ” 
for  money  as  there  are  in  classifying  others  as  "money”.  An 
author ^s  meaning  of  "substitute  for  money”  must  always  be  the 
reciprocal  of  his  meaning  of  "money".  If  money  is  only  gold  coin 
then  every  other  means  of  paym.ent  and  purchase  is  a substitute. 

If  his  meaning  is  final  legal  tender  in  payment  of  public  and 
private  debts,  then  even  gold  bullion  is  a "substitute  for 
money".  So  Sidgwick^s  "substitutes"  are  a rather  small  list  and 
he  tries  to  reconcile  the  discrepancies  by  his  concept  of 
the  higher  and  lower  degrees  of  finality  in  payment  of  debts. 

But  even  so,  his  finality  classification  does  not  include  every- 
thing that  serves  as  final  payment  of  debts.  He  disposes  of 
these  by  calling  them  "substitutes"  for  money.  They  might 
equally  well  be  called  money  of  lower  degrees  of  finality. 

We  submit  that  these  difficulties  of  classification  are 
avoided  when  money  is  looked  upon  as  the  v;hole  mechanism  of  a 
pay  community  that  furnishes  the  means  of  release  from  debt  and 


1 Ibid. , 230. 
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purchase  of  commodities,  the  difference  between  the  two  latter 
being  that  a purchase  is  an  immediate  release  from  debt  for  the 
commodity  and  a ”debt  paym.ent”  is  a deferred  release  from  debt 
for  the  commodity*  This  whole  mechanism  of  money  is  operated 
like  any  other  going  concern,  except  that  it  is  the  largest  of 
all  concerns  and  has  the  largest  number  of  participants  because 
it  is  world-v;ide  and  is  set  over  against  the  transfers  of  owner- 
ship of  all  commodities  in  the  markets  of  the  world. 

The  whole  mechanism,  from  this  world  point  of  viev;,  is  a 
World  Pay  Community,  composed  of  interlocking  minor  pay  communities, 
some  of  which  are  independent  governments  with  their  own  schemes 
of  legal  tender;  some  are  volxintary  pay  comnur.ities  like 
commercial  banlcs ; some  are  central  banks  like  the  Bank  of  England 
or  the  Federal  Reserve  System;  some  are  stock  exchanges,  produce 
exchanges  and  various  types  of  markets.  Some  are  only  book 
credits  of  merchants.  In  fact,  the  whole  going  concern  of  the 
world^s  Pay  Community  is  the  expected  repetition  of  transactions 
each  of  which  creates  a debt  which  must  be  paid  immediately  or 
after  a short  or  long  lapse  of  time.  The  means  of  payment  are 
themselves  debts,  negotiable  or  non-nego tiable , metallic  or  non- 
metallic  legal  tender,  for  the  purpose  of  paying  public  and 
private  debts  and  purchasing  the  legal  control  of  commodities 
of  all  kinds.  Like  all  going  concerns,  so  the  World  Pay  Community 
operates  upon  the  principle  of  limiting  and  complementary 
factors,  as  respects  both  the  different  kinds  of  pay-instr^uments 
and  the  different  concerns,  governmental  or  private,  which  issue 
or  produce  in  greater  or  lesser  quantities  the  instruments  of 
payment. 
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The  limiting  and  complementary  factors  also  include  the 
functional  interaction  upon  each  other  of  four  distinguishable 
kinds  of  purposes  of  money,  as  foilov\^s:  - the  technological  or 
physical  purpose  of  facilitating  the  production,  transporta- 
tion and  delivery  of  commodities;  the  technical  legal  purpose 
of  facilitating  the  transfer  of  legal  control  over  the  behavior 
of  persons  through  the  instrumentality  of  ov^nership  of  commodi- 
ties and  services;  the  economic  purpose  of  facilitating  the 
determination  and  measurement  of  prices  of  all  kinds  of  property, 
.whether  the  tanbigle  property  of  commodities  and  services  or 
the  intangible  property  the  various  kinds  of  debts  and  ex- 
pectations of  profit;  and  the  ethical  purpose  to  be  summarized 
as  Reasonable  Value. 

First,  as  to  the  technological  purpose  of  money.  It  always 
was  inconsistent  to  call  money  and  credit  capital,  or  productive 
capital,  as  was  done  by  the  commodity  economists,  and  as  Macleod 
flagrantly  did.  It  could  be  done  only  by  a terrible  mixing  of 
ideas,  or  by  metaphors,  or  by  extending  the  meaning  of  productive 
capital  so  broadly  that  it  would  include  everything  that  aids 
production,  including  the  intellectual  abilities  and  human  moral 
character,  which  also  v\^ere  named  Capital  on  similar  grounds. 

The  false  analogy  was  promoted  by  the  remarkable  institution  of 
negotiability  of  promises  and  such  other  expectations  as  shares 
in  corporations.  It  is  only  when  we  clearly  distinguish  in- 
stitutions, as  the  repetition  of  practices  and  transactions, 
speeded  up  by  the  legal  inventions  of  negotiability,  from 
commodities  and  capital  as  the  embodiment  of  nature’s  forces, 
speeded  up  by  technological  invention,  thot  a scientific  ground 
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is  afforded  for  the  distinction  of  two  different  methods  of 
increasing  national  efficiency,  he  have  considered  the  second 
and  third  of  these  purposes,  namely,  the  technical  legal  pui'pose 
and  the  economic  purpose*  The  first  mentioned,  namely,  the 
technological  purpose  of  increasing  the  production  of  v/ealth,  is 
evidently  what  Ivlacleod  meant  when  he  spohe  of  Credit  itself  as 
productive  Capital*  Mhat  he  means  was  that  credit,  hy  increasing 
the  volocity  of  turnover  of  the  sale  and  purchase  of  commodities, 
beyond  v;hat  it  ’would  be  with  only  metallic  money,  enormously  in- 
creases the  production  of  wealth,  ^ut  the  same  is  true  also  of 
metallic  money  compared  with  a primitive  barter  economy.  This 
technical  physical  purpose  of  metallic  money  compared  with  barter, 
and  of  bank  credit  compared  with  metallic  money,  is  greatly  to 
increase  the  marketing  velocity  of  turnover  of  commodities  and  this 
is,  of  course,  a great  increase  in  national  efficiency.  I.Iacieod^s 
illustrations  are  in  point.  In  the  ordinary  course  of  business,  he 
says,  goods  or  commodities  pass  from  grower  or  importer  to  manufac- 
turer, then  to  wholesale  dealer,  then  to  retail  dealer,  then  to 
the  customer  or  consumer.  If  the  grower  or  importer  gets  ready 
money  from  the  wholesaler  he  can  immediately  produce  or  import 
a further  supply  in  the  room  of  those  he  has  disposed  of.  In  a 
similar  way,  if  the  wholesaler  receives  ready  money  from  the 
retailer  he  might  immediately  make  further  purciiases  from  the 
manufacturer  and  so  immediately  supply  the  place  of  the  goods 
he  has  sold.  Likewise  with  retailer  and  consumer.  ^^If  every- 
body had  always  ready  money  at  command,  the  stream  of  circu- 
lation cr.  production  might  go  on  uninterruptedly,  as  fast  as 
consumption  or  demand  miglit  allow.”  This,  however,  is  not  the 
case.  Few  or  no  persons  have  always  ready  money  at  command  for 
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v/hat  they  require.  . . If  the  stream  of  eircuiation,  or 

production^  were  to  stop  until  the  Consumers  had  paid  for  the 
goods  in  money,  it  v7ould  he  vastly  diminished.  . . But  suppose 

the  merchant  has  confidence  in  the  wholesale  dealer ^s  character 
and  integrity,  he  sells  the  goods  to  the  wholesale  dealer  on 
Credit.  . . That  is,  he  sells  the  goods  in  exchange  for  a 

Credit  or  a debt,  instead  of  for  money.  . • Hence  Credit  has 

caused  exactly  the  same  Circulation  or  Production  as  money 
does,”  provided  it  is  negotiable  the  same  as  money.  Hence,  the 
next  step  is  ”to  make  the  debts  themselves  saleable  commodities: 
to  sell  them  for  ready  money,  or  for  other  debts  for  more  con- 
venient amounts,  and  immediately  exchangeable  for  money  on 
Demand,  and  therefore  equivalent  to  money.”  Otherwise  the  mass 
of  merchants^  debts  are  ”so  much  dead  stock.”  It  is  the  bankers 
who  buy  their  ”dead  stock”  and,  by  giving  ”activity  and  circula- 
tion to  it.  . . convert  it  from  dead  stock  into  further 

Productive  Power,”  and  then  the  ”whole  mass  of  commercial  debts 
is  converted  into  Productive  Capital.” 

Evidently  the  same  may  be  said  of  money  itself.  It 
changes  agriculture  and  industry  from  the  slow  process  of 
barter  to  the  rapid  process  of  markets.  Says  Macleod,  ”Credit 
is  Productive  Capital  exactly  in  the  same  way  and  in  the  same 
sense  as  money  is.” 

But  is  it  for  this  reason  that  money  and  credit  should  be 
named  Capital  or  Productive  Capital?  Trie,y  are  not  Capital  in 
the  sense  of  a machine  that  increases  the  output  of  labor.  They 
are  Capital  in  the  sense  of  purchasing  power  on  the  markets,  - 
not  capital  goods  but  Capital-value  - not  Turgot ^s  ”Capitals” 
but  Turgot ^s  ”Capital”  - not  Productive  Capital  but  Acquisitive 
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Capital.  Of  course  this  is  the  usual  double  meaning  of  Capital. 
Money  and  Credit  are  not  Productive  Capital,  they  are  Institutions. 
Their  technological  purpose  is  that  of  augmenting  the  rate  of 
turnover  of  productive  capital.  They  are  institutions  created 
by  the  legal  techni-i^ue  of  negotiability,  such  that,  by  '^cir- 
culating”  rapidly,  they  enable  producers  and  machinery  to  produce 
rapidly.  It  is  mental,  nanual  and  managerial  labor  that  is 
productive,  and  machines,  which  increase  its  efficiency  are 
productive  capital.  But  money  and  credit  are  Institutions 
which  also  increase  efficiency  but  are  not  capital.  It  is  again 
a metaphor  to  call  them  capital.  They  are  practices  or 
methods  of  behavior.  As  such,  they  speed  up  the  rate  at  which 
labor  produces  wealth,  by  division  of  labor,  by  specialization, 
by  possession  of  immediate  purchasing  power,  by  acquisition  of 
machinery,  by  confidence  in  the  future  behavior  of  others,  and 
so,  by  economizing  the  time  of  labor,  they  increase  the  rate  of 
turnover  of  ail  producers  taken  together  as  a national  or  inter- 
national going  concern.  In  fact,  it  is  a function  of  all 
institutions,  from  courts  to  weights,  measures,  money  and 
credit,  to  increase  the  rate  of  production  by  increasing  the 
confidence  of  ail  producers  in  the  future  behavior  of  one  another. 
It  happens  that  the  institutions  of  money  and  credit  are  picked 
out  by  the  legal  technique  of  negotiability  and  payment  of  debts 
so  that  they  may  have  rapid  "circulation”  through  quick  exchanges 
and  price  measurements.  But  they  are  Institutions,  nevertheless, 
and  not  Capital,  though  by  analogy  and  the  inveterate  materialism 
of  the  human  mind,  they  pass  as  capital  and  wealth. 

The  fourth  mentioned  purpose  of  money  is  its  ethical  purpose. 
In  ascertaining  the  ethical  purpose  of  money,  v\/e  are  dealing 
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with  a special  case  of  the  more  e'^enerai  relation  of  economics 
to  ethics,  and  this  may  begin  with  Sidgwiclc^s  distinction  be- 
tween the  science  of  political  economy  and  the  art  of  political 
economy.  It  turns  out  that  Sidgwick,  following  the  English 
practice  of  the  preceding  thirty  years,  uses  the  word  art  v/ith 
a double  meaning  when  distinguishing  it  from  science,  namely 
the  meaning  of  practice  and  the  meaning  of  ethics.  Ihe  aim  of 
science,  he  says,  is  to  "establish  certain  general  propositions, 

either  positively  of  phypothetically  true,  respecting  the  co- 

1 

existence  and  sequence  of  facts."  But  the  aim  of  art,  followdng 
the  practice  of  the  Ilercantilists  and  English  economists,  is  "to 
give  practical  rules  for  the  attainment  of  certain  ends."  The 
other  meaning  of  Art,  included  in  but  not  distinguished  from  the 
first,  is  to  determine  whether  these  ends  themselves  are  desirable 
or  not.  The  distinction  is  between  "what  exists"  and  "what 
ought  to  be  done",  and  Art  is  identified  with  both  "what  exists" 
and  "what  ought  to  be  done.” 

This  double  meaning  of  art  arose  apparently  from  the 
doctrine  of  laissez-faire  and  centered  on  the  question  what 
"ought"  or  "ought  not"  to  be  done  by  government.  Applied  to  the 
money  problem  the  questions  discussed  under  the  heading  of  Art, 
by  Sidgv>/ick  and  others,  w'ere  such  as  the  desirability  of 
government  monopoly  of  coinage,  protection  against  fraud  and 
counterfeiting,  should  government  bear  the  loss  of  wear  and  tear, 
should  government  stabilize  the  general  purchasing  power  of  money, 
should  it  adhere  to  bi-metallism  or  txhe  gold  standard,  should 
government  regulate  the  issues  of  bank-notes  and  bank  credit,  etc. 

Evidently  here  are  two  questions  included  under  the  name  of 
Art.  The  first  is.  Ought  the  thing  to  be  done  at  all;  and  the 
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second,  If  it  ou^ht  to  be  done,  ought  it  to  be  done  by  government 
or  by  private  associations?  The  latter  is  a practical  question 
within  the  field  of  art  considered  as  a system  of  rules  for  the 
attainment  of  certain  ends.  But  the  former  question,  whether  the 
ends  themselves  are  desirable  or  not,  is  not  a question  of  Art  - 
it  should  be  distinguished  as  a question  of  Ethics*  This  double 
meaning  of  art  is  therefore  Practices  and  Ethics.  Practices  are 
the  instruments,  but  ethics  is  a valuation  of  the  human  ends  to 
be  attained  through  the  instruments  and  practices.  One  is  in- 
strumental purpose,  the  other  is  ultimate  purpose.  It  is  to  the 
expected  repetition  of  practices  that  vje  give  the  name  Institu- 
tions, and,  if  so,  then  Art  and  Institutions  are  identical. 

Economics  is  undoubtedly  a science  of  practices.  The 
terms  production,  exchange,  distribution  and  consumption  indicate 
it.  But  is  it  also  a science  of  Ethics?  It  certainly  is  not 
if  the  scientist  injects  his  own  opinion  as  to  what  is  ultimately 
desirable  and  undesirable.  Such  is  the  case  and  the  reason 
when  Sidgwiclc  reserves  the  problem  of  laissez  faire  for  separate 
treatment,  because  he  is  there  expressing  his  own  opinion, 
partly  as  to  what  is  ultimately  desirable,  and  partly  as  to 
whether  it  should  be  done  by  government  or  by  private  associations. 

But  can  ethical  purpose  itself  be  made  the  subject-matter 
of  economic  science?  It  depends  on  whether  the  subject-matter 
of  economics  is  a part  of  an  individual,  such  as  his  pains  and 
pleasures,  desires  and  dislikes,  or  is  the  whole  of  the 
individual  as  a participant  in  transactions,  governed  by  the 
working  rules  of  the  various  concerns  in  which  he  is  a member  or 
participant.  Resolved  into  its  elements,  the  word  Art  of 
political  economy  means  exactly  this.  It  means  the  activity 
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of  individuals  as  participants  and  me/nbsrs  of  going  concerns. 

And  the  practices  which  constitute  Art  in  the  field  of  economics 
are  the  economic  transactions  in  which  he  is  engaged  with  others. 
Ail  are  practicing  the  Art  of  political  economy.  And,  since  it 
is  the  expected  repetition  of  these  transactions,  including 
managerial,  "bargaining  and  governmental,  that  constitutes 
custom  and  going  concerns,  then  the  concept  of  the  whole 
individual  must  be  large  enough  to  include  his  participation, 
membership  and  subordination  to  custom  and  going  concerns. 

This  is  his  participation  in  the  Art  of  political  economy. 

This  expected  repetition  of  transactions,  hov\/ever,  is  again  the 
meaning  of  Institutions,  and  with  this  definition  of  Art  as 
practices,  and  with  the  definition  of  expected  repetitive 
practices  as  Institutional,  or  rather,  Volitional  Sconomics,  then 
art  is  the  subject-matter  of  the  science  of  economics,  and  must  be 
treated  ”scientif ically”  the  same  as  the  theory  of  Value. 

But  the  individual  is  in  these  transactions  and  concerns 
with  a purpose,  and  all  of  them  are  there  with  their  individual 
purposes.  The.  transactions  and  concerns,  including  the  expected 
activities  of  other  persons,  are  the  instrtiments  for  attaining 
his  private  ultimate  purposes.  It  is  out  of  the  conflict  of 
these  ultimate  purposes  that  Ethics  arises;  and  economic  ethics 
is  nothing  else  than  accumulated  joint  experience,  projected 
into  tiie  future  by  precedents  and  custom,  arrived  at  in  the 
settlement  of  economic  conflicts.  Hence  we  have  an  objective 
ethics,  and  we  may,  by  scientific  investi  ‘ation  - without  inject- 
ing private  opinions  - ascertain  what  these  ethical  purposes  are. 
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Applying  the  inquiry  to  the  institution  of  money,  what 
does  the  accumulated  experience  of  monetary  transactions  indicate 
to  he,  and  to  have  been,  the  ethical  purposes  - not  of  money  - 
hut  of  those  who  invent  and  use  means  of  paying  debts? 

Since  these  ethical,  or  ultimate  human-interest  purposes 
are  connected  with  the  technological,  legal  and  economic  purposes 
as  the  instruments,  we  find  the  ethical  purposes  simply  in  the 
diverse  piirposes  in  these  several  fields  which  brought  about  the 
conflicts  of  interest,  provided  the  decisions  or  reconciliations 
of  these  conflicts  continue  to  be,  and  are  expected  to  continue 
to  be,  repeated  with  variability  in  the  future.  If  so,  we  may 
generalize  these  ultimate  as  well  as  instrumental  purposes, 
on  the  basis  of  what  we  find  to  be  the  way  in  which  conflicts 
arise  and  are  settled. 

Judging  by  the  eagerness  with  which  all  persons  struggle 
to  get  money  and  by  the  advantageous  position  in  v\^hich  the 
possession  of  money  places  them,  as  well  as  by  the  legal  de- 
cisions of  disputes  arising  out  of  these  struggles,  the  inference 
may  be  drawn  that  the  highest  ethical  purpose  of  money  is  Liberty, 
Capitalism  evolved  from  Feudalism  by  substituting  wages  and 
prices  measured  in  money  for  direct  service  under  the  commands 
of  landlords  and  overseers.  Laborers  escape  from  coercion  by 
employers  if  they  can  be  paid  in  money  instead  of  truck  or 
"living  in"  on  the  employer's  premises.  There  are  many 
decisions  on  these  and  similar  issues.  'Jhile  money  vy^as  denounced 
by  Carlyle  because  it  substituted  a "cash  nexus"  for  a "personal 
nexus",  it  v/as  exactly  this  cash  nexus  which  afforded  the  Liberty 
which  Carlyle  did  not  appreciate  as  much  as  he  did  the  personal 


nexus  of  a good  employer  who  "organized*^  his  iahorers 
efficientlyo  But  money  is  the  most  effective  instrument  for 
human  liberty  discovered  by  mankind,  and,  not  necessarily  the 
"love  of  money,"  but  certainly  the  struggle  to  enjoy  the  in- 
stitution of  money,  has  been  the  most  universal  of  all 
struggles  for  economiic  liberty. 

Evidently,  however,  this  struggle  was  fruitless  without 
previously  established  institutions  of  unciiangeable  weights 
and  measures.  The  stability  of  money  weights  was  not  firmly 
established  in  England  until  after  the  Revolution  of  1689  which 
placed  the  merchant  class  superior  in  political  power  over  the 
monarch  and  feudal  classes.  But  stability  of  money  weights  is 
inseparable  from  stability  of  other  measures  according  to  which 
services  and  commodities  are  measured  in  exchange  for  money. 

V/e  may  say  that  the  ethical  purpose  of  measurements  in  ail 
transactions  is  Security  of  expectations  against  arbitrary 
interference  from  superiors,  and  that  Liberty  and  Security  are 
inseparable  from  measurement.  ^^ith  these  two  ethical  purposes 
of  money  as  fundamental,  other  purposes  are  either  a conse- 
quence, like  the  prosperity  of  Scotland,  which  Macleod 
attributed  to  bank  notes;  or  are  a further  extension  of  the 
primary  purposes,  like  the  miOre  recent  efforts  of  the  i9th  and 
20th  centuries  to  obtain  stability  of  the  purchasing  power  of 
money  in  addition  to  the  formier  stability  of  the  weight  of 
money;  or  are  the  furtiier  purpose  of  ascertaining  Reasonable 
Values  in  transactions  of  willing  buyers  and  sellers  which  is 
the  economic  problem  of  courts  and  tlie  ethical  summation  of  all 
the  technical,  legal  and  economic  purposes  of  money. 

V/ith  these  several  purposes  in  mind  - technological, 
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technical,  economic,  and  ethical  - operating  together  as  limiting 
and  complementary  factors  in  making  up  the  v.hole  purpose  of  the 
institution  of  money,  money  itself  may  he  defined  as  any 
property  right,  oti;.er  than  ownership  of  commodities  and  services, 
which  is  developed  historically  out  of  ti-e  concerted  action  of 
pay  cojMiunities , for  the  purpose  of  immediate  or  deferred 
release  from  deots  incurred  hy  acquiring  ownersiiip  from  others 
of  commodities  and  services,  at  scarcity  values  computed  as 
prices  in  community-accepted  units  of  measurement,  conformally 
to  the  custom  of  dominant  persons  in  control  of  the  pay-community 
and  in  pursuance  of  what  the.y  deem  to  De  Liberty,  Security  and 
Reasonable  Value  for  them.selves  and  others. 
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6.  Profits  and  Interest 


This  world  mechanism  of  money  is  operated  originally  by 
managerial  participants  for  the  private  purpose  of  obtaining 
profits  on  transactions  and  interest  on  investments,  but 
eventually  also  for  the  public  purpose  of  national  welfare,  as 
previously  shovm  in  the  case  of  the  Banl'Z  of  England.  Vie  first 
distinguish  the  private  purposes  of  profit  and  interest,  and 
afterwards,  in  ti^^e  chapter  on  Reasonableness,  the  public 
purposes . 

Me  have  seen  that  Macleod,  writing  after  conimerciai  banl-is 
were  furnishing  the  bulk  of  the  means  of  payment,  did  not  dis- 
tinguish Interest  from  Profit,  but  that  Turgot,  in  a period  of 
metallic  money  without  commercial  banlzs,  clearly  made  the  dis- 
tinction. Money  had  now  become  a barhcing  institution,  not  a 
commodity.  The  rate  of  Interest,  with  Turgot,  before  the  ez<- 
istence  of  banlcing  institutions  conducted  for  profit,  was  a 
price  paid  for  the  use  of  a certain  quantity  of  value  for  a 
period  of  time,  and  not  a profit  for  banizers.  This  Value  was 
Capital  and  capital  vvas  the  erchange-value  of  metallic  money 
v/ith  which  the  borrov/er  paid  for  Capitals  - these  being  the 
commodities  used  in  production.  The  rate  of  interest,  being  a 
price  paid  for  the  use  of  Value,  was  subject  to  the  principles 
of  demand  and  supply,  and  therefore  was  an  index  of  the  general 
margin  of  production  in  manufactures  and  agriculture,  as  the 
rate  of  interest  fell,  manufactures  and  agriculture  were  extended 
to  lower  margins  with  a higher  rate  of  productivity.  So  that, 
on  the  one  side,  the  demand  for  Capital  - a co.antity  of  exchange 
value  - v.as  limited  by  the  amount  of  marginal  product,  and,  on 
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the  other  side,  it  v^as  limited  by  the  quantity  of  that 
purchasing  power,  Capital,  supplied  by  those  who  wished  to 
obtain  interest  in  the  future  rather  than  commodities  for  con- 
sumption in  the  present. 

On  analysis,  we  found  that  this  rate  of  interest  was 
equivalent  to  the  modern  concept  of  bond-yield  and  stock-yield 
on  good  securities,  corresponding  to  Turgot's  illustration  of 
rent-yield  from  a landed  estate.  There  v^as  here  a clear  dis- 
tinction made  by  Turgot  between  interest  and  profit,  the  latter 
being  the  surplus  which  the  tenant  or  the  manufacturer  was  able 
to  obtain,  over  and  above  the  interest  or  rent  paid  to  lender 
or  landowner. 

Macleod,  on  the  contrary,  seeing  that  the  "manufacture"  of 
bankers'  debts  as  a new  kind  of  commodity  had  taken  the  place 
of  metallic  money,  made  no  distinction  between  the  operations 
of  a banker  in  selling  his  own  demand  debts  at  a profit  and  the 
operations  of  a merchant  in  selling  his  commodities  at  a profit* 
Discount  and  interest  were  identical,  except  as  to  the  method 
and  time  of  computation,  and  there  was  no  difference  between  a 
banker's  pro:"  it  derived  from  waiting  over  a lapse  of  time  and 
a merchant's  profit  derived  from  buying  at  a low  price  and 
selling  at  a higher  price.  This,  it  will  be  seen,  was  precisely 
the  theory  of  the  physical  economists,  for  whom  the  future  lapse 
of  time  had  no  effect  on  prices,  and  all  was  explained  by  the 
supply  and  demand  for  commodities,  including  the  commodity, 
money. 

The  first  economist  to  bring  into  a fur.ctional  relation  of 
interdependence  Turgot's  investment  theory  cf  interest  and 
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Kacieod's  commodity  theory  of  profit  was  Sidgwick,  in  1883. 
he  did  it  by  accepting,  on  the  one  hand,  Llacleod^s  idea  of  the 
manufacture  of  credit  for  a profit,  and,  on  the  other  hand, 

Turgot idea  of  a price  paid  for  the  use  of  purchasing  power 
during  a period  time.  Both  were  capital  in  the  sense  of 
value  in  exchange  for  commodities.  In  both  cases  the  lender  - 
or  rather  the  seller  of  purchasing  power  -*  received  a price 
for  the  use  of  his  purchasing  power.  The  banker  and  investor 
each  sold  the  same  kind  of  instrument  - a negotiable  debt  - 
having  the  same  general  purchasing  power,  but  the  banker  sold 
it  to  borrowers  for  the  sake  of  a present  profit  while  the 
investor  sold  it  to  them  for  the  sake  of  future  interest.  Hence 
there  ware  two  variable  rates  of  interest,  instead  of  one, 
each  having  an  effect  upon  the  other,  but  separable  for 
functional  analysis.  One  rate  was  dominated  by  the  expectation 
of  profit,  the  other  by  the  expectation  of  interest. 

The  one  dominated  by  the  hope  of  profit  followed  Macleod^s 
theory  of  bank  credit.  "Loans  made  for  short  periods,"  said 
Sidgwick,  "by  professional  lenders  of  money  must  yield  the 
latter  some  *wages  of  management^  as  well  as  strict  interest; 
on  this  ground,  therefore,  we  might  expect  the  rate  of  dis- 
count on  bills  of  exchange  to  be  higher  than  the  rate  of 
interest  on  capital  generally.  On  the  other  hand,  we  have  to 
consider  that  the  banker  to  a great  extent  produces  the  money 

he  lends,  viz.  his  own  obligations,  which  so  long  as  his  business 

1 

flourishes  he  is  practically  never  compelled  to  redeem;  and  that 
he  may  easily  afford  to  sell  the  use  of  this  money  at  a price 

1 "That  is,  the  amount  he  is  continually  called  upon  to 

redeem  is  balanced  by  the  amount  that  he  is  able  to  lend 
afresh. " 


materiaiiy  less  than  the  rate  of  interest  on  capital  generally. 
Hence  so  far  as  he  increases  the  extent  and  security  of  his 
business  by  lending  his  inoney  chiefly  to  traders  for  short 
periods,  competition  may  force  him  to  malre  such  loans  at  a rate 
not  above  - or  even  below  - that  of  ordinary  interest  on  capital 
permanently,  though  not  less  safely  invested;  and  this  seems 
to  be  actually  the  case;  partly,  perhaps,  because  traders  are 
specially  important  customers  of  banlcs ; but  chiefly  because  it 
is  convenient  for  bankers  to  lend  money  which  the  borrowers  are 
bound  to  repay  after  definite  short  intervals,  in  order  that 
they  may  at  any  time  reduce  easily  the  amount  they  have  out 
on  loan,  if  exceptionally  large  payments  are  recuired  of  them. 
Thus  we  have  no  ground  for  saying  a priori  that  the  rate  of 
discount  charged  by  banlcers  on  mercantile  bills  will  be  - even 
on  the  average  and  after  all  allowance  for  differences  of  risk  - 
the  same  as  the  rate  of  interest  on  capital  generally;  there  is 
no  economic  reason  why  it  should  not  be  more  than  this,  since 
the  banker  has  to  be  remunerated  for  his  trouble:  and  on  the 
other  hand  there  is  no  reason  why  it  should  not  be  materially 
less,  if  the  value  of  the  advantages  above-mentioned  is  con- 
siderable; since  a comparatively  low  rate  of  interest  on  the 
medium  of  exchange  inexpensively  produced  by  the  banker  himself 

would  be  sufficient  to  give  him  normal  profit  on  his  banking 
1 

capital.” 

This  rate  of  interest  received  by  bankers  Sidgwick  dis- 

% 

tinguishes  as  ”value  of  the  use  of  money,”  but  the  rate  of 
interest  received  by  those  who  are  not  ’'professional  dealers  in 


1 Sidgwick,  Pol.  Econ.  245,  246. 
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money”,  that  is  who  are  investors,  is  "a  price  paid  for  the 

use  of  savings,”  or  its  equivalent,  ”the  price  obtained  by 

2 

the  owner  for  the  use  of  his  capital,”  capital  being  defined 

as  purchasing  power.  V/hile  considerable  amounts  of  capital  - 

in  the  sense  of  pojrchasing  pov;er  - are  provided  by  manufacturers 

out  of  their  profits  and  without  borrowing,  yet  the  interest 

received  on  this  may  be  considered  equal  to  that  on  borrowed 

capital.  If  so,  then  all  capital  may  be  considered  to  be 

estimated  at  its  exchange  value  in  money. 

Furthermore,  according  to  Sidgv/iclc,  this  amount  of  capital, 

in  the  sense  of  purchasing  power,  is  not  the  amount  originally 

invested,  which  is  the  same  as  the  original  cost  of  constructing 

the  physical  instruments,  but  is  the  present  value  of  the  capital. 

This  present  value  therefore  includes  m.ainly  three  types  of 

present  value,  the  value  of  land,  the  value  of  bonds,  public 

and  private,  and  the  value  of  shares  in  corporations.  These 

capital  values  m.ay  include  an  element  of  risk,  especially  in 

the  case  of  common  stock,  but,  on  the  vvhole,  taking  the  average 

of  all,  these  risks  -offset  each  other,  so  that  interest  proper 

is  the  proportion  betv/een  the  average  of  current  rates  of  land 

rents,  bond  interest  and  stock  dividends,  on  the  one  hand,  and 

the  present  market  value  of  land,  stocks  and  bonds.  If  the 

current  rate  of  interest  fails  from  3 to  2 per  cent  the  price 
3 

of  land  and  of  these  securities,  ceteris  paribus,  rises  50^. 

The  annual  proportion  between  interest  and  capital  has  changed 


1 Sidgwick,  Pol.  Econ.  256. 

2 Ibid.,  264. 

3 TUm.  , 259. 
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from  i to  33  per  year  to  I to  50  per  year,  so  that  whether  we 
say  interst  has  faiien  33^o,  or  capital  has  risen  50^,  we  are 
saying  the  same  thing.  In  other  words,  this  rise  in  capital- 
value  is  not  in  itself  an  increase  in  community  wealth  - it  is 
merely,  in  itself,  a re-distribution  of  wealth. 

Thus  Sidgv;iclc  extends  to  stocks  and  bonds  the  principle 
which  Turgot  applied  to  land,  but  points  out  that  capital  thus 
defined  is  not  capital  ^^from  the  point  of  view  of  the  community,” 
because  this  ”rise  obviously  does  not  constitute  a real 
increase  of  wealth:  since  the  command  over  the  necessaries  and 
conveniences  of  life  possessed  by  the  commur-ity  is,  speaking 
broadly,  no  greater  because  the  exchange  value  of  its  instru- 
ments of  production  has  risen  in  consequence  of  a fall  in  the 
rate  of  interest.  But  from  the  individuates  point  of  view  the 
increase  of  wealth  is,  in  a certain  sense,  real  and  not  merely 
nominal;  for  though  the  real  income  of  the  owner  of  the  capital 
is  not  increased  by  the  change,  his  power  of  p\irchasing  con- 
sumable commodities  has  certainly  increased,  though  he  can 

1 

only  exercise  it  by  spending  his  capital.’^ 

On  the  other  hand,  Sidgwiok,  by  making  a detailed  analysis 
of  Turgot ^s  concept  of  a diminishing  field  of  employment,  but 
qualifying  Turgot  by  introducting  a counterforce.  Invention, 
v/hich  offers  an  increasing  field  of  employment,  indicated  that 
a declining  rate  of  interest  does,  as  Turgot  had  held,  lead  to 
a commiinity- increase  in  real  wealth.  Sidgwick  apparently  was 
not  acquainted  with  Turgot,  and  in  this  respect  he  re-discovered 

Turgot  ^s  principle,  and  thus  enlarged  upon  Ricardo  v;ho  saw  the 
principle  of  diminishing  returns  only  in  agriculture  and  did 

1 Ibid.,  259. 
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not  develop  the  effects  of  failing  and  rising  rates  of  interest 
on  manufactures  and  commerce,  as  vveli  as  agriculture. 

Thus  Sidgvvich^s  distinction  "between  interest  on  capital  and 
profit  of  hankers  enabled  him  to  criticise  John  Stuart  Mill 
and  other  economiists,  who,  until  that  time,  had  not  distinguished 
the  commercial  interest-rate  from  the  investment  interest  rate. 
Instead  of  distinguishing  them  as  functionally  different,  Mill 
and  the  others  had  averaged  them.  Mill  had  "definitely  and 
deliberately  identified  the  "value  of  the  use  of  money",  that 
is,  the  commercial  rate,  with  the  "value  of  the  use  of  capital", 
that,  the  investment  rate  of  interest,  which  latter  Sidgwick 
now  identified  with  the  rate  of  yield  on  the  capital  value  of 
land,  stocks  and  bonds.  The  principles  underlying  the  two  rates 
were  widely  different.  One  was  Profit,  tiie  other  was  Interest. 

One  had  to  do  v/ith  prices  of  Commodities,  the  other  with  prices 
of  Securities. 

Sidgwick  did  not  carry  his  distinction  to  any  constructive 
proposals,  as  Macleod  had  done  with  his  discount  rate  of  the 
Bank  of  England,  and  did  not  work  out  any  functional  inter- 
action of  the  two  rates  upon  each  other.  Iiis  v\/ork  was  mainly 
the  critical  analysis  of  ambiguous  meanings  of  words  which  he 
doubtless  carried  further  than  any  English  economist.  It 
remained  for  Knut  Wicksell,  the  Swedish  economist,  in  1898,  to 
develop  this  abstract  distinction  between  the  two  rates  of 
interest  into  a functional  relation  between  the  two,  and  to 
construct,  upon  the  distinction,  an  hypothetical  going  concern 
of  the  future,  a V/orld  Pay  Community. 


(next  Section,  8,  A World  Pay  Co/imiunity.  ) 
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CHAPTER  XI 

A World  Pay  Community 

1 

Knut  ?/ickseil,  the  Swedish  economist,  occupies  a transitional 
position  between  the  individualistic,  physical  and  hedonic  theories 
and  the  more  recent  theories  of  price  economies  and  concerted  action. 
So  important  is  his  position  that  w'e  may  well  use  his  theories  to 
trace  the  process  of  transition  from  the  older  to  the  new,  The  in- 
fluence of  the  older  theories  remained  in  his  identification  of  ”natu- 
ral”  interest  vath  both  marginal  productivity  and  \inderestimate  of  the 
future,  and  the  modern  theories  appear  in  the  threefold  functional 
relation  which  he  set  up  betv/een  'this  natural  interest,  the  movement 
of  commodity  prices  and  a world-v/ide  concerted  action  of  banl?:s  of 
issue  in  controlling  the  bank  rates  of  discount.  If  the  bank  rate 
is  reduced,  by  concerted  action,  below  the  natural  rate  then  the  busi- 
ness customers  of  the  banks  are  induced  to  increase  their  demand  for 
bank  credit  with  which  they  thereby  increase  their  demand  for  commodi- 
ties, with  the  result  that  the  prices  of  commodities  tend  to  rise, 

The  opposite  occurs  if  the  bank  rate,  by  concerted  action,  is  raised 
above  the  marginal  productivity  of  capital.  The  bank  customers  then 
reduce  their  demand  for  bank  credit,’  thus  reducing  their  demand  for 
commodities,  and  the  prices  of  commodities  tend  to  fall.  But  if  the 
bank  rate,  by  the  same  world-v;ide  concerted  action,  is  eq.ualized  with 
the  marginal  productivity  of  capital  then  the  average  of  commodity 
prices  tends  tov\/ards  stability, 

1 V/icksell,  Knut,  Geldzins  und  G-iiterpreise  (1898), 
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Thus  WiclcsGli  GoncGivcd  a threo-foid  functional  interaction, 
on  a world-wide  scale,  of  changes  in  technological  productivity,  con- 
certed changes  in  bank  rates  of  discount,  and  change  in  the  average 
of  commodity  prices.  The  magnificent  sweep  of  imagination  in  this 
dootrine  of  relativity,  of  change,  and  of  world-v\/ide  concerted  action^ 
marks,  indeed,  the  unnoticed  beginning,  thirty  years  ago,  of  a wholly 
new  and  volitional,  or  managerial,  theory  of  political  economy,  whose 
experimental  and  statistical  tests  awaited  the  revolutionary  upheaval 
and  slump  of  prices  that  accompanied  and  followed  the  World  War,  Not 
until  after  that  catastrophe  did  V\ficksell*s  theory  begin  to  excite 
discussion  and  it  came  forward  in  the  tentative  proposals  of  the 
Geneva  Conference  of  1922,  and  in  the  partial  experiments  of  the 
Federal  Reserve  System  cooperating  more  or  less  with  the  Central  Banlcs 
of  Europe, 

Wicksell  builded  mainly  upon  the  theories  of  Thomas  Tooke,  going 
back  to  the  decade  of  the  1820 ^s,  and  upon  the  theories  of  Stanley 
Jevons,  Sidgwick  and  Bohm-Bawerk,  and  so  novel  are  his  theories,  con- 
trasted with  those  of  the  Ricardian  and  hedonic  economists,  that  each 
one  of  his  concepts  must  be  separately  examined  and  contrasted.  These 
concepts  are  the  marginal  productivity  of  the  Ricardian  School  and  its 
reappearance  as  Bohm-Bav/erk’s  "technical  superiority  of  present  goods;" 
Tooke ^s  substitution  of  the  discount  rate  for  Ricardo *s  "quantity 
theory"  of  money,  also  partly  anticipated  by  MacLeod^  Jevons^  concept 
of  invested  and  free  capital,  in  place  of  the  older  fixed  and  circu- 
lating capital;  Bohm-Bawerk ^s  "underestimate  of  the  future;"  and  his 
own  concept  of  the  relativity  of  different  rates  of  interest,  first 
anticipated  by  Sidgwick,  but  given  a functional  significance  in 
Wicksell ^s  concept  of  concerted  action  of  the  world^s  central  banks. 
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forth  the  economists*  concept  of  social  capital  and  interest  as  a- 
gainst  the  concepts  of  private  capital  and  interest*  It  was  upon  this 
concept  that  Wicksell  huilded,  This  requires  us  to  distinguish  the 
social  point  of  view  which  applies  to  all  theories  of  marginal  pro- 
ductivity, natural  interest,  and  bond  yield,  and  especially  to  Wick- 
sell  ^s  concept  of  world-wide  concerted  changes  in  the  hajal:::  rates  of 
discount* 

All  economists  take  the  social  point  of  view,  whether  they  be 
individualists,  communists,  capitalists  or  otherwise.  This  requires 
them  tp  get  behind  the  immediate  private  transactions  of  buying,  bor- 
rowing, etc.,  and  behind  the  institutions  of  money,  custom  and  lay, 
in  order  to  set  forth  the  social-economic  realities.  The  most  im- 
portant social  reality  towards  v/hich  all  social  production  is  directed 
is  consumption  goods*  But  these  same  consumption  goods  are  also  the 
necessary  conditions  of  subsistence  on  which  the  population  is  able 
to  produce  consumption  goods*  Consumption  goods  are  the  beginning 
and  ending  of  the  social  process*  It  is  these  that  constitute  real 
wages,  real  profits,  real  interest,  real  rent,  distinguished  from  the 
nominal,  or  money  v/ages,  profits,  interest  and  rent.  Real  wages, 
profits,  interest  and  rent  are  incomes  of  consumption  goods,  as  against 
the  nominal  incomes  of  money,  and  as  against  the  deferred  real  incomes 
expected  by  means  of  ownership  of  land,  machinery  and  all  other  means 
of  acquisition* 

It  was  upon  this  social  concept  of  consumption  goods  that  Ri- 
cardo and  Marx,  afterwards  Jevons  and  Wicksell,  constructed  their  con- 
cepts of  social,  or  real,  or  natural  capital  and  social  or  real  or 
natural  wages,  profit,  rent  and  interest.  All  money  costs  and  money 
income,  all  fixed  and  circulating  capital,  all  exchanges  of  goods  for 
goods,  since  the5^  were  intermediate  and  instrumental,  were  reduced 
to  their  equivalent  social  quantity  of  consumption  goods. 
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It  is  evident  that,  if  quantities  of  consumption  goods  are  thus 
to  be  compared  with  each  other  and  with  quantities  of  intermediate 
goods  owned,  such  as  fixed  and  circuiating  capital,  there  must  be 
devised  a uniform  system  of  measurement  by  means  of  v/hich  quantities 
can  be  compared.  Such  comparison  cannot  be  made  with  the  diverse 
physical  units  of  yards,  acres,  tons,  bushels,  kilov/atts,  etc.  Neither 
can  comparisons  of  quantities  be  made  with  so  fluctuating  a unit  of 
measurement  as  money,  unless,  by  imagination,  the  purchasing  power  of 
money  is  supposed  to  remain  constant#  This  was  V/icksell^s  device# 

It  is  the  economist's  method  of  virtual  elimination,  which  V/icksell 
necessarily  adopted  in  arriving  at  a social  point  of  view,  to  be 
distinguished  from  the  method  of  actual  elimination  practiced  in  the 
laboratories  of  the  physical  sciences#  It  consists  in  eliminating, 
by  imagination,  all  the  changeable  factors  deemed  irrelevant  by  sup- 
posing them  to  remain  constant,  while  the  factor  under  investigation 
is  supposed  to  be  the  only  one  whose  magnitude  is  variable# 

This  method  of  virtual  elimination  is  indeed  the  reason  v/hy 
economic  theory  gives  a sense  of  unreality  and  aloofness  from  the 
practical  affairs  which  deal  only  with  sense  observations,  but  the 
method  is,  after  all,  only  an  extension  of  all  common  sense,  vdiich 
reasons  by  eliminating  what,  for  the. purpose  in  hand,  are  deemed  to 
be  irrelevant  facts#  The  danger  and  the  aloofness  of  this  method  of 
reasoning  is  that,  after  this  imaginary  elimination,  the  factors 
eliminated  are  not  restored  in  their  f-unctional  relationships# 

The  purpose  of  elimination  in  this  case  in  in  the  effort  to 
distinguish  betv\^een  a social  and  a private  point  of  view#  The  social 
viev^fpoint  is  the  quantities  of  consumption  goods  produced  and  consumed# 
The  private  point  of  viev/  is  the  prices  paid#  In  order  to  isolate  the 

quantities  and  thus  to  measure  their  variations  the  prices  must  be 
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eliminated  by  imagining  them,  on  the  average,  to  be  constant. 

Afterwards  the  nearer  approach  to  reality  can  be  made,  as  \7icksell 
did,  by  introducing  the  changes  in  prices. 

This  stability  of  the  average  purchasing  power  of  money  was 
accomplished,  in  theory,  by  Ricardo  and  Marx  on  the  assumption  tliat 
money  v/as  metallic  money,  and  therefore  was  a circulating  commodity, 
like  wheat  or  cloth.  As  such,  its  a^antity  could  be  reduced  to  the 
same  unit  of  measurement  as  that  which  measured  the  quantities  of  other 
commodities,  namely  the  man-hour  cost  of  production.  Hence  they  sub- 
stituted the  average  man-hour  of  labor  as  the  uniform  system  of 
measurement  to  w'hich  all  commodities,  whether  consumption  goods,  raw 
materials,  machinery,  buildings,  could  be  reduced  and  measured.  The 
average  number  of  man-hours  embodied  in  the  production  of  any  com- 
modity measured  the  quantity  of  that  commodity,^  and  therefore  in  any 
exchange  of  one  commodity  for  another,  including  money,  the  commodi- 
ties might  be  considered  to  exchange  in  the  inverse  ratio  of  the  man- 
hours embodied  in  each,  so  that,  on  the  average,  the  exchange  values 
tended  toward  the  exchange  of  equal  numbers  of  man-hoiirs. 

We  have  noted  that  w/ith  Ricardo  and  ¥^xx  the  ma.n-hour  system  of 
measurement  was  nothing  more  than  a personification  of  the  natural 
scarcity  of  goods,  to  which  they  gave  the  name  ” value”  when  speaking 
of  each  commodity  by  itself,  and  the  name  exchange-value  when  speaking 
of  the  exchange  of  one  commodity  for  another  in  the  inverse  ratio  of 
the  man-hours  embodied  in  each.  We  may  preserve  this  metaphor  by 
naming  their  concept  of  value  the  man-hour-price,  and  their  exchange- 
value  the  relative  man-hour  price.  Their  exchange-value , then,  or 
man-hour-price,  w'as  the  ”nat\iral  price”  or  ”normal  price”  toward  which 
all  commodities  tended,  including  the  commodity  money. 
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But  Y/ickseil  was  dealing  v/itJa  a situation  Vv’here  money  was 
mainly  'bank:  credit,  a delt  instead  of  a commodity,  and  without  a lahor 
cost  of  production.  Moreover  he  had  "before  him  the  index  numbers  of 
several  authorities  shov/ing  a remarliable  coincidence,  in  different 

1 

countries,  of  the  average  change  in  the  purchasing  power  of  money. 

In  order,  then,  to  obtain  the  concept  of  a stable  unit  of  money  for 
the  comparison  of  all  economic  quantities  he  needed  only  to  suppose 
a stable  average  of  prices.  Thus  he  obtained  a stable  unit  for  the 
measurement  of  the  quantities  of  all  commodities. 

We  are  now  in  position  to  distinguish  the  three  meanings  of 
social  capital  and  social  interest  according  to  Ricardo,  Marx,  and 
Jevons,  and  its  rendering  by  'Wicksell  under  the  names  of  natural 
capital  and  natural  interest.  The  dimensions  of  these  economic 
quantities,  with  Ricardo,  turned  on  the  theory  of  marginal  productivi- 
ty. This  theory  was  based  on  three  factors,  the  man-hour  system  of 
measurement,  the  Malthusian  pressure  of  population  and  a minimum  of 
consumption  commodities  for  labor.  The  pressure  of  population  drove 
the  production  of  these  commodities  down  to  lov/er  levels  of  yield  per 
man-hour.  But  labor’s  need  of  subsistence  is  fixed  at  a minimuqi,  and 
labor,  therefore,  must  needs  obtain  a larger  share  of  the  gross  out- 
put of  consumption  goods  as  man-hour  productivity  diminishes,  leaving 
a smaller  share  for  profits  and  interest.  Thus  marginal  productivity 
is  a concept  of  a social  net  income  - the  gross  income  being  the  total 
output  of  consumption  goods;  the  gross  outgo  being  the  quantity  of 
consumption  goods  furnished  to  laborers,  and  the  not  social  income 
for  profits,  interest  and  rent  being  determined  by  the  difference 
between  the  gross  output  and  the  gross  outgo  for  labor,  all  of  them 
measured  by  man-hours. 

1 Y/icksell,  ibid.,  158,  references  to  the  index  numbers  of  Soetbeer, 
Heintz.  Conrad.  Sauerbeck,  and  Fisher. 
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To  this  computation  Marx  added  the  Gnlargoment  of  net  income 
for  profits  and  interest  hy  machinery  and  hy  compelling  the  iahorers 
to  v/orlc  longer  hours  for  the  same  quantity  of  goods*  But  this  did  not 
change  the  concept  of  net  social  income  derived  from  marginal  produc- 
tivity, or  as  Marx  now  put  it,  average  productivity,  which  revealed 
itself,  in  the  Marxian  version,  as  the  amount  of  consumption  commodi- 
ties* The  gross  output,  measured  hy  man-hours  varied  in  the  dov/nward 
direction  by  diminishing  returns  in  agriculture,  and  in  the  upward 
direction  by  improvements  in  machinery*  The  gross  income  for  laborers 
was  fixed  at  the  minimum  quantity  of  necessities,  and  hence  required 
more  man-hours  to  produce  it  if  productivity  was  diminishing,  and  less 
man-hours  if  productivity  was  increasing  by  the  introduction  of  ma- 
chinery and  longer  hours  of  work*  The  net  income  of  profit,  interest 
and  rent  was  this  variable  difference  betv/een  the  man-hour  dimension 
of  gross  output  and  gross  outgo  for  labor* 

Thus  the  social  cost  of  production  v?as  the  quantity  of  consump- 
tion goods  destined  for  laborers,  measured  by  the  number  of  man-hours 
required  to  produce  it*  This  was  Ricardo ^s  "capital*”  It  was  simple 
enough  if  only  consumption  goods  were  produced.  The  difficulty  arose 
in  measuring  the  quantity  of  fixed,  capital,  especially  machinery. 

Three  methods  of  measuring  this  quantity  of  fixed  capital  were  devel- 
oped,' the  methods  of  Ricardo,  Marx,  and  Jevons. 

Ricardo  did  not  attempt  to  measure  the  quantity  of  fixed  capi- 
tal. He  measured  only  its  effects.  He  interpreted  machinery  to  mean 
only  an  increase  in  the  productivity  of  labor,  and,  just  as  differences 
in  fertility  of  the  soil  caused  differences  in  the  productivity  of 
labor,  so  differences  in  machinery  caused  differences  in  the  produc- 
tivity of  labor*  Machinery  v/as  not  social  capital  - capital  was 
consumption  goods  purchased  by  laborers*  Machinery  increased  the 
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productivity  of  labor,  and  thus  machinery  was  measured,  not  by  its 
quantity,  but  by  its  effects  in  enlarging  the  man-hour  quantity  of 
output  of  consumption  goods  relative  to  the  man-hour  quantity  of  con- 
sumption goods  used  by  laborers  in  the  process* 

But  Marx  measured  the  qua.ntity  of  machinery  itself  by  the  man- 
hour quantity  of  consumption  goods  required  by  laborers  during  the 
time  they  w'ere  producing  the  machinery,  or,  as  we  should  say,  by  re- 
ducing fixed  capital,  quantitatively,  to  the  total  man-hour-prices  of 
all  the  consumption  goods  paid  to  labor  for  the  construction  and  main- 
tenance of  the  fixed  capital*  These  man-hour-prices  became  the  total 
man-hour  value  which  reappears  partly  in  the  consumption  goods  paid 
to  laborers.  But  the  employer  compelled  the  workers  to  work  longer 
hours  for  nothing,  so  that  the  value  of  the  total  consumption  goods 
produced  and  measured  by  man-hours  was  greater  than  the  value  of  that 
part  of  it  paid  to  the  laborers.  Thus,  by  iiis  method  also,  as  with 
Ricardo ^s,  the  consumption  goods  used  by  laborers,  measured  by  man- 
hours, became  the  capitalist's  cost  of  production. 

But  here  their  definitions  of  capital  diverged.  Ricardo ^s 
"oapital^^  Yjas  the  cost  of  production  in  terms  of  the  man-hour  quantity 
of  consumption  goods  paid  to  laborers,  v/hilc  profits  and  interest  were 
the  net  income  between  this  quantity  of  outgo  and  the  larger  quantity 
of  output  of  consumption  goods.  Marx  reversed  this.  His  quantity  of 
"capital ‘‘  was  the  total  man-hour  ouput  itself  of  c ons'umption  goods 
belonging  to  the  capitalist,  while  profits,’  interest  and  rent  were 
the  net  income  derived  by  deducting,  from  this  total  quantity,  the 
man-hour  quantity  of  consumption  goods  paid  to  laboerers.  Thus,  Marx^^s 
"capital  " v/as  the  total  "output”  of  consumntion  goods;  Ricardo  ^s 
oapital  v/as  the  "input”  of  labor  ^s  cons\imptton  goods,  each  measured  by 
man-hours.  YIe  shall  find  these  opposite  m.e^nings  of  capital  appearing 
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again,  iDut  in  terms  of  money  - Ricardo meaning  appearing  as  Invested 
Capital  at  the  hands  of  Jevons  and  Wicksell,  Marxes  meaning  appearing 
as  Capitalization  of  expected  net  income  at  tiie  ha.nds  of  Vehlen, 

Fetter,  Fisher  and  the  stock  market. 

Jevons^  method  of  measuring  the  quantity  of  machinery  and  fixed 
capital  was  the  third  method  referred  to*  He,  as  pointed  out  hy 
Wicksell,'  proposed  to  displace  the  classical  economists*  inelastic 
concepts  of  physically  ”fixed”  and  circulating”  capital  hy  the  elas- 
tic concepts  of  ”free”  and  "invested”  capital. 

Free,  or  uninvested  capital,  according  to  Jevons,  should  not 
he  defined  to  include  all  of  the  miscellaneous  circulating  capital 
which  the  economists  had  included,  such  as  raw  materials,  consumption 
goods,  inventories,  money,  wherein  the  economists  were  misled  hy  the 
physical  analogies  of  anything  physically  movable,  but  should  include 
only  the  quantity  of  consumption  goods  purchased  by  laborers  with  their 

money  wages.  These  money  wages,  from  the  private  s,tandpoint,  were  the 

T 

employers*  "investment,”  but  the  qucintity  of  consumption  goods 
purchased  therewith  was  the  real  v/ages,  the  social  cost  of  production. 

It  will  be  noted,  however,  that  Jevons*  concept  of  free  and  in- 
vested capital  did  not  really  differ  from  the  ph^^sical  economists  * 
notion  of  fixed  and  circulating  capital  except  in  the  unit  of  measure- 
ment. Ricardo  and  Marx  employed  the  man-hour  unit  of  measurement; 

Jevons  employed  the  money  unit.  They  resolved  fixed  and  circulating 
capital,  including  consumption  commodities,'  quantitatively  into  the 
number  of  man-hours  required  to  produce  it.  Jevons  resolved  it  into 
the  number?  of  dollars  required  to  pay  the  laborers  to  produce  it.  But, 
in  either  case,  from  a social  point  of  view,  money  must  be  eliminated 


1 V/icksell,  ibid.,  117  ff. 
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and  the  social  cost  of  production  therefore  "becomes , in  either  case, 
the  quantity  of  consumption  goods  purchased  by  laborers*  This  quantity- 
must,  of  course,  be  measured  by  the  same  unit  as  that  vvhich  measures 
the  quantity  of  fixed,  circulating,  or  invested  capital,  as  vveil  as 
that  v/hich  measures  the  quantity  of  output  of  consumption  goods. 

Ricardo  and  Marx  measured  all  of  these  quantities  by  man-hours,  but 
Jevons  measured  them  by  money. 

Thus  we  have  three  historical  meanings  of  social  capital  in 
terms  of  consumption  goods,  and  two  methods  of  measurement.  The  Ri- 
cardian meaning  was  the  social  cost  of  production,  that  is,  the  total 
^input"  of  all  the  goods  consumed  by  laborers,  measured  by  the  hours 
of  labor  required  to  produce  it,  but  not  including  the  consumption 
goods  used  by  those  who  received  rents,  interest  and  pro-.its.  These 
vvere  shares  of  the  net  output  of  consumption  goods  above  labor ^s 
minimum  "input,”  determined  by  marginal  productivity. 

The  Marxian  meaning  of  capital  was  the  total  social  output  of 
all  consumption  goods  measured  by  man-hours,  which,'  by  the  institu- 
tion of  property,  belonged  to  the  capitalists.  From  this  total  out- 
put labor^s  minimum  was  deducted,  and  there  rem.ained  the  total  "sur- 
plus," or  net  income,  measured  by  man-hours,  and  distributed  among  the 
capitalists  by  the  Ricardian  process. of  rent  and  profit. 

Finally,  the  Jevons  method  followed  that  of  Ricardo,  but  with 
money  instead  of  man-hours.  Social  capital  remained,  as  with  Ricardo, 
the  total  quantity  of  consumption  goods  purchased  by  means  of  money 
wages  and  there  remained  for  the  capitalist  only  his  "investment" 
equal  to  these  money  wages,  but  having  no  tangible  existence,  for  it 
v^as  only  an  intangible  claim  on  the  future  for  such  a quantity  of 
money  as  might  be  derived  from-  the  future  sale  of  consumption  goods. 
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These  tiirce  concepts  of  social  capital  and  interest  may  he 
illustrated  hy  the  supposition  that  all  industries  are  fully  "inte- 
grated," all  the  way  from  the  primary  producer,  the  laborer,  to  the 
ultimate  consumer,  and  that  all  are  owned  and  managed  by  separate 
groups  of  capitalists.  Along  this  process,  in  each  integrated  in- 
dustry, the  fixed  and  circulating  capital  goods  do  not  appear  as  com- 
modities bought  in  private  transactions  by  one  capitalist  from  another; 
they  appear  only  as  wages  paid  to  the  laborers  for  the  added  utili- 
ties of  form,  quality  and  place,  until  they  reach  the  ultimate  form 
of  consumption  goods.  It  is  only  these  consumption  goods  that  appear 
as  commodities  and  then  they  appear  as  the  sum  of  the  prices  received 
by  the  several  groups  of  capitalists  at  the  sale  of  their  total  pro- 
duce of  consumption  goods.  Since  all  of  the  integrated  industries  are 
therefore  selling  only  consumption  goods,  the  laborers  of  one  in- 
dustry use  their  wages  in  buying  these  consumption  goods  from  the 
capitalists  of  other  industries. 

But  the  laborers  produce  a larger  quantity  of  consumption  goods 
than  the  quantity  which  they  consume.  This  excess  is  the  money  value 
of  consumption  goods  purchased  by  the  capitalists  themselves  from  each 
other  for  their  own  consumption  purposes.  Thus  the  only  private 
transactions  in  this  social  process  of  capitalist  and  laborer  are  the 
payment  of  wages  to  laborers  and  the  purchase  of  consumption  goods 
from  other  capitalists,  partly  by  means  of  the  wages  and  partly  by 
means  of  the  excess  which  capitalists  have  received  at  the  sale  of 
their  own  consumption  goods  above  v/hat  they  have  paid  as  v/ages.  There 
are  no  middlemen  whatever,  no  banlcers,  no  borrowing  and  lending,  no 
stock  and  produce  exchange^,  no  wholesale  prices.  There  are  only 
wages  and  retail  prices. 
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Thus  the  begimiing  and  ending  of  the  social  px’ocess  is  consump- 
tion goods*  It  is  these  consumption  goods  that  constitute  the  real 
wages  of  labor  and  the  real  profits  of  capitalists*  All  else  are 
intermediary  and  instrumental*  If  so,  then  the  real  wages,  or  con- 
sumption goods  used  up  by  laborers,  are  the  social  capital  which  so- 
ciety assigns  to  support  the  producers  during  the  process  of  creating 
consumption  goods  to  serve  again  as  real  wages  and  as  a surplus, 
real  profit. 

It  is  evident  that  in  this  social  process  the  two  systems  of 
measuring  the  quantities  of  consumption  commodities  can  be  used, 
either  the  man-hour  system  of  Ricardo  and  Marx  or  the  monetary  system 
of  Jevons  and  Wicksell.  The  ob^jection  to  the  man-hour  system  of 
measurement  has  been  made  by  Wieser  and  Whitaker  that  the  labor  econo- 
mists confused  the  two  ideas  of  the  cause  of  value  and  the  measure  of 
value,  the  inference  being  that  this  confusion  does  not  occur  in  the 
case  of  money,  which  is  truly  a measure  of  value  and  not  a cause  of 
value.  Labor  may  be  a cause  of  value  in  that  it  produces  commodities 
that  have  value,  but  it  is  money  that  measures  the  value. 

This  objection  appears  to  be  unsound  w^hen  v;e  change  the  idea 
of  cause  from  that  of  a static  and  metaphysical  embodiment  in  things 
to  that  of  motion  and  change  caused  by  human  beings.  With  this  dif- 
ferent point  of  viev/  we  can  observe  that  money  also  as  well  as  labor, 
is  a cause  of  changes  in  the  value  of  the  thing  measured.  In  both 
systems  of  measurement  we  are  entitled  to  use  the  words  cause  and 
effect  in  their  proper  volitional  sense  of  effort  to  obtain  an  ob- 
ject, the  object,  in  this  case  being  the  ultimate  purpose  of  obtain- 
ing a quantity  of  consumption  goods  and  the  effect  being  the  quantity 
actually  obtained.  The  instrumental  p^urpose  is  the  means  of  obtaining 
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the  goods.  In  the  ease  of  o^btaining  the  goods  against  the  resistance 
of  nature  the  instrument  is  labor-power.  In  the  case  of  obtaining 
the  goods  against  the  resistance  of  other  persons  the  instrument  is 
money.  In  both  cases  there  is  the  union  of  cause  and  measure,  a union 
that  does  not  occur  in  the  physical  sciences.  Causation  means  power 
of  the  will  to  change  the  magnitude  of  something.  A thermometer  docs 
not  change  the  temperature  which  it  measures,  and  a voltmeter  does 
not  change  the  volume  or  press'ure  of  the  electric  current  which  it 
measures.  But  in  economic  science  the  man-hour  is  a supposed 
unit  of  labor-effort  v;hich  changes  the  quantity  of  commodity  against 
the  resistance  of  nature’s  forces,  and  the  dollar  is  the  unit  of  in- 
ducement which  causes  other  persons  to  give  up  a larger  or  smaller 
quantity  of  commodity  or  service  - the  number  of  man-hours  required  to 
produce  a unit  of  the  commodity  is  its  "natural”  price;  the  number  of 
dollars  required  to  buy  the  commodity  is  its  monetary  price.  The 
true  criticism  of  the  labor  economists  is  that  they  v^/ere  meas\.m?ing 
efficiency  instead  of  scarcity. 

We  can  get  an  exact  unit  of  measurement  of  physical  forces 
because  the  instrument  of  measurement  is  independent  of  the  force  to 
be  measured.  But  there  is  no  exact  measure  of  volitional  force, 
whether  it  acts  through  the  human  body  or  through  the  persuasiveness 
of  prices,  because  the  force  itself  is  none  other  than  the  very 
changes  which  it  causes  in  the  quantity  of  the  object  obtained. 

Hence  the  onl^^  method  of  obtaining  the  concept  of  a stable  unit  of 
these  highly  variable  causes  of  change  is  the  statistical  method  of 
averages  and  probabilities.  It  is  the  average  of  man-hours  that  tells 
whether  efficiency  is  increasing  or  decreasing;  and  the  o.verage  of 
prices  that  determines  v/hether  the  possession  of  money  yields  a great- 
er or  less  control  over  the  quantities  of  commodities  and  services. 
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Furthermore 5 it  is  not  the  quantities  of  commodities  nor  the 
prices  of  commodities  that  are  measured.  It  is  the  value  of  commodi- 
ties, and  value  is  a two-dimensional  social  magnitude.  The  "natural^^ 
price  of  the  physical  economists  was  the  quantity  of  man-hours  given 
for  a single  unit  of  commodity,  while  the  value  v;as  the  value  v/as  the 
number  of  man-hours  given  for  several  units  of  the  commodity;  just  as 
the  monetary  price  is  the  number  of  dollars  given  for  a single  unit 
of  commodity,  but  the  money-value  of  the  commodity  is  the  number  of 
dollars  given  for  several  units  of  tiie  commodity.  The  two  variable 
dimensions  are  the  number  of  money  units  and  the  number  of  commodity 
units.  And,  in  order  the  measure  one  of  the  two  dimensions  the  other 
must  be  supposed  to  be  constant.  In  order  to  measure  price  the  number 
of  commodity  units  is  kept  constant  at  one  unit,  but  the  number  of 
money  units  {or  labor  units)  is  variable,  and  this  variability  is  the 
change  in  price.  But,  in  order  to  measure  value  the  price  is  kept 
constant  but  the  number  of  commodity  units  is  variable  and  this  change 
in  quantity  becom.es  a change  in  value,  at  that  price.  Hence  value, 
as  a meas-urabie  imagnitude,  changes  by  the  two  dimensions  of  price 
paid  per  unit  and  quantity  of  units  purchased.  The  ^natural  price” 
of  Ricardo  and  i^iarx  was  an  average  of  the  variable  number  of  man-hours 
per  unit  of  commodity.  But  their  ”natural  value”  was  the  variable 
number  of  units  of  commodity  at  the  given  ”natural  price.”  This, 
however,  is  the  m.easurement  of  efficiency.  So  with  money.  The  money 
price  is  the  variable  number  of  dollars  per  unit  of  commodity.  The 
money  value  is  the  variable  number  of  units  of  commodity  at  the  given 
money  price.  Value  changes  if  prices  of  commodities  change  and  if 
quantities  of  oom/noditics  change. 

Thus  it  is  that  ”money^^  is  used  by  the  ”pecuniary”  economists 
not  because  it  is  ”money”  that  people  seek,  but  because  money  has  the 
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tvvo  attributes  of  cause  and  measure  - as  cause  it  is  an  instrujucnt  of 
acquisition,  as  measure  it  toils  the  quantities  that  they  acquire. 

So  with  the  labor-power  of  the  physical  economists.  Labor  was  u^ed 
by  them,  not  because  they  wished  to  labor  but  because  they  wore 
interested  in  getting  away  from  the  monetary  fallacies  of  the  mercan- 
tilists and  to  get  down  to  the  ”nat-aral”  prices.  Hence  labor  had  the 
two  attributes  of  cause  and  measure  - as  cause  it  is  an  instrument  of 
acquisition  - as  measure  it  tells  the  quantities  they  acquire.  Their 
confusion  arose,  not  in  the  confusion  of  cause  with  measure,  but  in 
the  double  meaning  of  acquisition.  In  one  case  acquisition  meant 
production,  the  measure  of  vi/hose  quantities  produced  we  nov:  call 
efficiency.  In  the  other  case  acquisition  meant  "purchase”  the  mea- 
sure of  whose  quantities  acquired  we  nov/  call  scarcity. 

Hence  will  be  seen  the  significance  of  Wick^ell^s  introduction, 
probably  for  the  first  time,  of  a stable  average  pf  prices  in  order 
to  obtain  the  concept  of  a stable  ma.gnitude  of  natural  capital.  By 
supposing  the  aberage  of  prices  to  remain  stable  then  the  only  variable 
in  the  dimensions  of  value  will  be  the  quantity  olf  goods.  If  the 
average  of  retail  prices  of  consumption  goods  is  stable  during  a period 
of  time,  then  the  quantity  of  consumption  goods  pTirchased  by  laborers 
at  the  beginning  of  the-  period  will  be  equnl  to  the  quantity  of  con- 
sumption goods  sold  to  laborers  at  the  end  of  the  period,  and  there  will 
be  no  profit,  rent  or  interest.  But  if  the  mar^intll  productivity  of 
the  process  yields  a larger  quantity  of  consumption  goods  than  the 
quantity  sold  to  and  consumed  by  laborers,  then  excess  quantity 
may  be  sha.red  as  profits,  rent  or  interest. 

It  is  thus  to  be  noticed  that  the  price  quo-|ations  required  by 
Jevons^  and  Wicksell^s  theory  of  natural  capital  a.nd  natural  interest 
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are  the  retail  prices  of  consumption  goods  and  not  the  wholesale 

prices  of  the  authorities  whom  he  cites.  This  is  hec^ai^e,  in  develop- 

ing  his  theory  of  natural  capital  the  intermediate  transactions  of 

selling  and  buying  commodities  by  middlemen,  as  v;ell  as  bank  credit 

transactions,  are  eliminated,  and  only  the  input  of  consumption  goods, 

purchased  as  real  wages  at  retail  prices,  is  compared  with  the  output 

of  consumption  goods  sold  at  retail  prices. 

It  is  also  to  be  noticed  that  Wicksell^s  theory  of  natural 

interest  does  not  confuse  physical  productivity  with  value  productivi- 
1 

ty.  He  fully  takes  account  of  the  tvjo  variable  dimensions  of  value, 
namely  quantities  and  prices.  Physical  productivity  is  the  production 
of  quantities,  but  "value  productivity  is  the  money  income  received 
by  selling  those  quantities  at  current  prices.  In  Wicksell’s  theory 
the  prices  are  not  eliminated  - they  are  only  assumed  to  remain  con- 
stant by  assuming  a stable  average  of  prices.  If  so,  then  the  vari- 
able quantity  is  the  marginal  productivity.  By  overlooking  Wicksell^s 
concept  of  a stable  average  of  prices  one  may  be  misled  into  thinking 
that  Y/ioksell  confused  value  productivity  with  physical  productivity. 

He  did  not  confuse  the  tv/o  - he.  merely  used  a concept,  marginal  pro- 
ductivity, as  the  variable  quantity,  while  the  other  quantity,  prices, 
was  assumed  to  be  constant.  But  marginal  productivity  has  no  system 
of  measurement  except  the  man-hour  system  of  Ricardo  and  Marx.  Thus 
his  theory  is  indeed  a theory  of  value  productivity,  with  the  two 
variables  of  value,  namely,  prices  and  man-hour  quantities  of  com- 
modities. 

II.  Average  Period  of  Production 

V/e  have  spoken  of  consumption  goods  as  the  beginning  and  ending 

of  the  social  process.  The  process,  however,  has  no  beginning  and 

1 Cp.  Fetter *s  Criticism,  Proceedings  Amcr.  Econ.  Assoc.,  March,  1924. 
See  reference  below. 
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no  ending.  The  only  vi/ay  in  v/hich  this  endless  process  can  he  handled 
in  economic  theory  is  hy  constructing  in  imagination  an  ^^artif icial” 
"beginning  and  ending,  vfhich  Wickseli  did  "by  his  device  of  "an  average 
period  of  production,"  This  concept  was  essential  to  his  theory  of 
natural  capital,  natural  interest,  and  marginal  productivity  - it 
became  his  average  period  of  investment.  The  physical  economists  had 
distinguished  between  fixed  and  circulating  capital  and  Jevons 
between  free  and  invested  capital.  The  two,  however,  v^e  found  to  be 
identical  but  with  different  systems  of  measurement.  Hence  we  may 
use  the  physical  terms.  Fixed  capital  was  buildings,  machinery,  soil, 
fertility,  while  circulating  capital  was  mainly  raw  material  and 
finished  consumption  goods.  But  fixed  capital  is  also  circulating  if 
you  give  it  time  enough.  What  is  the  difference  between  a pile  of 
coal,  an  inventory  of  raw  material  or  consiimption  goods,  a buildizig, 
a machine  and  the  fertility  of  the  soil?  They  are  all  used  up  in  the 
process  of  production  and  reappear  as  finished  consumption  goods  sold 
by  the  retailer.  The  coal  and  other  inventories  disappear  by  deple- 
tion, the  machine  by  depreciation,  the  fertility  by  exhaustion.  Hence 
the  difference  is  not  between  circulation  and  fixation,  or  between 
free  and  invested  capital  but  is  the  difference  betv/een  the  rates  of 
turnover,  "Turnover"  is  the  modern  name  for  "circulation."  It  adds 
to  the  older  meaning  the  idea  that  the  total  amount  remains  constant 
while  its  constituents  are  "circulating,"  The  pile  of  coal  may 
turnover,  say,  twelve  times  a year;  the  inventory  of  retail  goods 
may  turn  over  twenty  times  per  year;  the  machine,  or  fertility,  may 
turn  over  once  in  twelve  years,  and  so  on,  The^?"  all  "circulate"  as 
parts  of  the  whole,  but  the  whole  remains  constant,  and  thus  the  whole 
"turns  over"  by  the  continuous  labor  process  of  consumption,  restora- 
tion, repair,  maintenace  which  makes  good  the  depletion,  depreciation. 
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exhaustion,  and  consumption.  0?iius  Wicksell^s  average  period  of  pro- 
duction is  the  average  rate  of  turnover  of  ail  fixed  and  circulating 
capital.  The  calculation  of  this  rate  of  turnover  1)30011163  a matter 
of  importance  in  all  valuations  for  purposes  of  taxabion  and  regula- 
tion of  public  utilities.  Its  calculation,  in  the  one  case,  deter- 
mines the  reduction  in  taxes  to  he  allowed  on  accoiint  of  depreciation, 
and  in  the  other  case  the  parents  which  consumers  are  required  to 
make  in  order  that  the  owners  of  the  public  utility  may  have  a con- 
stant ’^physical  value of  the  plant.  Thus,  if  the  depreciation 
allowance  is  8 per  cent  per  year  over  and  above  maintenance  and  re- 
pairs, then  the  consuraers  must  pay,  besides  all  other  costs  of  pro- 
duction, an  additional  8 per  cent  per  year  for  depreciation.  This  is 
the  rate  allowed  in  Wisconsin  on  electric  railways,  indicating  that 
the  life  of  the  plant,  or  the  average  rate  of  turnover,  or  Wicksell^s 
average  period  of  production,  for  that  type  of  enterprise  is  12|- 
years.  In  the  case  of  waterworks  the  rate  of  depreciation  is  esti- 
mated at  3 per  cent,  indicating  about  33  years  as  the  average  rate  of 
turnover  of  ail  the  physical  property,  or  Wicksoll’s  average  period 
of  production. 

These  are  estimates  for  individual  enterprises.  If,  from  the 
social  point  of  view  the  average  rate  of  turnover  is  calculated  for 
all  undertakings , then  the  calculation  must  be  made  from  all  consump- 
tion goods  used  up  in  the  process  of  production  to  ail  consumption 
goods  produced  during  the  process.  This  calculation  of  the  average 
social  rate  of  turnover  has  been  estimated  by  ffitchell,  on  the  basis 
of  oaiculations  made  by  Sir  Josiah  Stump,  at  something  between  three 
and  four  years  for  the  United  States.  In  other  words,  as  Mitchell 
sa^/s,  "The  man-inade  equipment  with  which  the  American  population  works 

represents  a value  equivalent  to  betv/een  three  and  four  years  ' effort 
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of  its  mone5’’-earners«  Since,  for  other  countries  the  estimate  runs 
as  high  as  six  or  seven  years,  v/e  may  estimate  it  for  the  world  at 
large  as  five  years.  In  other  v/ords  the  accumulated  stock  of  v^ealth, 
measured  hy  a stable  average  of  prices,  in  proportion  to  cui^rent  in- 
come of  consumption  goods  at  the  same  price  average,  is  as  5 to  1, 
and  Wicksell’s  average  period  of  prodiiction,  or  average  rate  of  turn- 
over of  the  social  production  process,  is  five  years.  Within  a period 
of  five  years,  on  the  average,  a constant  quantity  of  fixed  and  cir- 
culating capital,  measured  by  a stable  average  of  prices,  is  repro- 
duced, some  of  v/hose  items  last  one  day  and  others  endure  for  years. 

Ihis  then,  is  also  the  average  period  of  investment.  For  what 
is  it  that  remains  to  the  capitalist  after  his  wages  have  been  paid 
and  the  physical  things  produced  by  labor  immediately  lose  or  change 
their  physical  existence?  There  does  not  remain  for  him  the  money 
wages  which  he  has  paid,  nor,  of  course,  the  consumption  goods  pur- 
chased and  consumed  by  the  laborers,  ^here  remains  only  a book  account 
of  money  wages  paid  for  the  production  of  fixed  and  circulating  capi-^ 
tal.  This  is  his  ’’investm.ent , an  entirely  intangible  value  dependent 
upon  the  expectations  of  the  future  output  at  future  prices. 

2 

Taking,'  for  illustration,  a production  period  of  a single  year, 
and  supposing  an  entire  investment  of  $1,000,000  is  expended  for  con- 
sumption goods  at  the  beginning  of  the  year,  then,  in  order  that  the 
total  quantity  of  consumption  goods  returned  to  the  investor  may  re- 
main the  same  as  the  total  quantity  oonsiimed  at  the  beginning  of  the 
year,  the  average  of  retail  prices  must  remain  stable,  so  that  uhe 

1 l/ritchell,  Wesley,  Business  Cycles  98  (1927).  Stamp,  Sir  Josiah,  ^ 
"The  Wealth  and  Income  of  the  Chief  Powers,"  Jour.  Royal  Statisti^- 
al  Society,  July  1919. 

2 WTclcseIT7~j^. , 117  ff. 
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average  investor  siia.ll  receive  the  equivalent  $1,000,000  at  the  sale 
of  the  equivalent  quantity  of  consumption  goods.  In  order,  then  to 
receive  6 per  cent  interest  at  the  end  of  the  period,  the  quantity 
of  consumption  goods,  at  the  stable  average  of  prices,  must  be  in- 
creased 6 per  cent.  If  the  rate  of  interest  is  10  per  cent,  this 
output,  at  the  end  of  the  year,  must  be  increased  so  that,  with  the 
average  of  prices  remaining  constant,  it  v/ill  sell  for  $1,100,000,  and 
so  on.  This  quantity  of  furnished  goods,'  whose  sale  yields  $60,000 
or  $100,000,  as  may  be,  is  Wicksell^s  "natural  interest"  (der  natllr- 
liche  kapitalzins ) , determined  by  marginal  productivity,  but  the  money 
increase  itself,  $60,000  or  $100,000,  is  its  value-productivity 
(geldzins). 

This  method  of  reasoning  is  exactly  the  social  process  of  Ri- 
cardo and  Marx,  but  with  dollars  substituted  for  man-hours,  and  there- 
fore a change  from  efficiency  to  scarcity.  With  Ricardo  and  Marx  the 
man-hours,  originally  imputed  to  the  consumption  goods  used  by  labor- 
ers remained  imputed  to  the  ultimate  output  of  consumption  goods.  So 
many  man-hours,  say  1,000,000,  were  imputed  to  the  consumption  goods 
used  up  by  laborers  in  the  process  of  production,  while  at  the  end  of 
the  process  an  additional  60,000  or  100,000  man-hours  were  imputed  to 
the  additional  output,  known  as  interest  and  profit.  Relieved  of  its 
metaphysics,  this  was  strictly  a process  of  physical  productivity, 
whose  proper  m.easure  is  man-hours,  and  its  proper  name  is  efficiency. 

But,  with  Wicksell,  the  prices  paid  for  the  original  natural 
capital  of  consumption  goods  totaled  $1,000,000,  and  while  that 
natural  capital  was  used  up  and  disappeared  yet  it  reappeared  in  an 
augmented  amount  - $60,000  or  $100,000  - at  the  same  average  of  prices. 
This  augmentation  is  its  "value  productivity."  But  this  value  re- 
appeared, not  as  anything  imputed  physical,  but  as  a really  valuable 
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intangible  right  of  property,  separated  entirely  from  the  consumption 
goods  and  from  fixed  or  circulating  capital,  and  as  such,  negotiable 
on  the  money  market  or  stock  exchange,  while  the  fixed  and  circulating 
capital  continues  its  turnover  on  the  commodity  markets  and  the 
labor  market. 

But  there  still  remains  the  question,  should  the  social 

costs  of  production  be  limited  to  the  consumption  goods  used  by 
laborers?  Jevons,  like  Ricardo  and  Marx,  had  made  this  limitation. 

But  Wicksell,  following  Bohm-Bawerk,  added  the  consumption  goods 
going  to  owners  of  land  and  fixed  capital  in  the  form  of  rent.  Capi- 
talistic economy,  said  Bohm-Bawork,  consists,  for  the  most  part'^.  in 
employing,  not  only  labor,  but  the  uses  of  land,  for  the  purpose  of 
future  consumption;  and,  inversely,  the  present  consumption  is  de- 
rived, for  the  most  part,  from  the  labor  and  land-uses  of  the  past. 

The  physical  commodities  created  in  the  process  are  merely  ^symptoms” 
of  the  dedication  of  present  pov^ers  of  production,  namely  labor  and 
the  forces  of  nature,  to  the  service  of  the  future.  It  is  by  means  of 
present  consumption  goods  that  not  only  laborers  but  also  the  owners 
of  land,  are  compensated,  the  one  for  the  use  of  their  labor,  the  other 
for  the  use  of  the  productive  powers  of  nature,  for  the  purpose  of  pro- 
ducing future  consumption  goods.  Consumption  goods  constitute  there- 

1 

fore  not  only  a wage-fund,  but  also  a ground-rent  fund,  and  the 
amount  of  money  paid  to  both  wage-earners  and  owners  of  natural  re- 
sources constitute  the  magnitude  of  investment. 

The  term  ^^ground-rent, however,  was  not  limited  by  Bohm-Bawerk 
or  Vficksell  to  the  Ricardian  idea  of  rent  - it  applied  to  all  fixed 
capital,  like  machinery?-  which  had  their  own  productive  forces  which 


1 V/icksell,  Ibid. , 114,  115 
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aided  labor  in  the  production  of  goods*  Wichseii  employed  this  idea 
of  rent  to  include  not  onl^’-  Ricardo  ^3  ground  rent,  but  alvso  all  rents, 
in  tiiC  sense  of  all  payments  for  the  use  of  all  capital  instrujiients, 
as,  for  example  the  rent  of  a house,  the  rent  of  a machine,  the  hire 
of  a horse,  and  so  on.  Thus  enlarged,  the  social  concept  of  ^*free” 
capital  as  a social  cost  of  production,  is  extended  to  that  much  of 
consumption  goods  as  can  be  attributed  to  rents  paid  for  the  use  of 
land  and  the  use  of  fixed  capital  goods. 

But  the  consumption  goods  going  to  profits  and  interest  - that 
is,  real  profits  and  real  interest  - are  not  to  be  included,  according 
to  Wicksell,  as  a part  of  social  capital,  along  with  the  consumptian 
goods  that  go  to  laborers  and  ov/ners  of  natural  resources  as  real 
wages  and  real  rents,  because  they  are  private  costs  and  not  social 
costs  of  production,  and  because  they  are  not  paid  in  advance  but  are 
determined  by  the  amount  of  marginal  productivity.  Interest  is,  in- 
deed, a private  cost  of  production  because  it  is  paid  by  a borrower  to 
a lender,  but  it  is  not  a social  cost  of  production  because,  although 
it  deducts  from  the  share  going  to  real  wages  and  real  rent,  yet,  like 
profit,  it  is  not  paid  in  advance,  but  is  a contingent  income  paid  out 
of  the  excess  product  over  and  above  the  real  v/ages  and  real  rents, 
depending  on  marginal  productivity. 

Here  it  appears  that,  by  including  real  wages  and  real  rent,s 
but  excluding  real  profits  and  real  interest,  as  social  costs  of 
production,  Wicksell  does  not  carry  out  his  original  distinction  be- 
tv^een  the  private  and  the  social  point  of  view.  It  turns  on  the  two 
meanings  of  cost,  From  the  private  point  of  view  a private  cost  is  an 
individual  sacrifice  svich  as  working  or  abstinence,  or  giving  up  to 
"nature”  or  to  others  anything  that  belongs  to  self;  and  private  value 
is  the  income  received  for  this  service.  But,  from  a social  point  of 
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^'^viov;,  a social  cost  is  that  share  of  the  total  output  of  consumption  008 
goods  that  must  ho  sacrificed  to  individuals  or  classes  in  order  to 
induce  them  to  undergo  the  individual  sacrifices  necessary  to  the 
social  process  of  production.  And  there  is  no  such  thing  as  social 
value  - there  is  only  social  output. 

This  distinction  goes  haclc  to  the  profound  distinction  first 
made  hy  Ricardo  between  production  and  distribution,  and  his  origi- 
nation of  the  idea  that  the  q.uantity  of  consumption  goods  going  to 
labor  v/as  a social  cost  of  production  equivalent  to  his  social  capital, 
but  that  the  share  going  to  landlords,  although  it  was  a social  cost, 
yet  it  was  one  for  which  no  equivalent  service  was  rendered.  He 
assumed,  however,  that  the  real  profits  of  business  men  represented  an 
equivalent  service  rendered.  Thus,  from  the  social  standpoint,  cost 
is  a distribution  to  individuals  of  shares  of  the  total  but  limited 
output  of  consumption  goods  w'hich  goes  to  those  whose  services  or 
property  was  necessar^r  for  production,  but  private  cost  was  the 
sacrifices  of  individuals  made  on  behalf  of  others.  From  the  private 
standpoint,  cost  is  individual  sacrifice  of  one^s  own  property;  but 
from  the  social  standpoint  cost  is  the  share  of  the  social  output 
av/arded  to  individuals  and  therefore  a sacrifice  made  by  ail  other 
individuals,  whether  it  does  or  does  not  coincide  with  the  services 
rendered  by  the  individuals  or  classes  of  individuals  who  receive  it. 

It  is  the  same  two  ideas  of  cost  which  run  through  economic  theory  and 
practice,  the  positive  cost  of  outgo  and  the  negative  cost  of  set- 
off, The  mechanism  of  transaction,  by  Vvhich  this  is  accomplished, 
will  be  considered  later. 

III.  Quantity  and  Price  of  Waiting 
Interpreting  social  cost  in  this  fusion  as  a real  compensation 
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of  consumption  goods  made  to  individuals  for  services  rendered  to 
society,  we  have  to  consider  not  only  the  equivalence  "between  the 
services  rendered  and  the  real  compensation  received  in  the  cases  of 
Wiclcsell^s  wage-earners  and  land  owners  "but  also  in  the  cases  of  his 
excluded  interest-receivers  and  profit  receivers.  The  two  questions  ai 
as  to  the  measurement  of  the  quantities  received  and  the  mechanisms 
of  transactions  hy  which  the  quantities  are  distributed.  In  answer- 
ing the  first  question  we  get  our  clue  from  Cassel;  in  answering  the 
second,  from  Fetter. 

Cassel  deals  with  the  magnitude  of  investiiient  and ’interest , the 

social  equivalent  of  yicksell^s  Natural  Caoital  and  Natural  Interest. 

1 

According  to  Cassel  interest  is  a social  cost  of  production,  the 
service  for  which  it  is  paid  being  the  service  of  v/aiting.  Waiting 
is  not  merely  a claim  to  a share  of  the  accrued  net  income  at  the  end 
of  the  period  of  waiting,  as  held  by  Wichsell,  it  is  a factor  in  the 
productive  process  of  manuiac taring  goods  before  the  period  of  waiting 
is  closed  and  the  goods  are  produced.  Thus  waiting,  or  abstinence, 
is  not  a negative  factor  of  '^not-doing*^  anything  towards  production, 
while  labor  or  werhing  is  the  positive  factor  - but  waiting  is  itself 
a human  service  of  furnishing  the  means  of  production,  just  as  ele- 
mentary, primar,}^  and  productive  as  is  the  service  of  working.  ”CoaI,” 
he  says,  ”is  undoubtedly  a factor  of  production  but  not  an  independent 
one:  it  is  produced  oj  other  factors,  principally^  labor.  But  waiting 

cannot  in  this  manner  be  resolved  into  more  elementary  factors:  it  is 

2 

human  exertion  of  quite  a separate  and  pa^rticular  character.” 

Thus  Cassel  distinguishes , ad  did.  Ricardo,  Marx  and  Jevons,  the 
human  services  from  the  physical  goods  as  factors  of  production,  and 


1 Cassel,  a..  The  Nature  and  Necessity  of  Interest  (1903). 

2 Ibid. , 89. 
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thus  disposes  of  Bohm-BaY/orlc^ s idea,  taken  over  hy  WickscII,  that  the 
forces  of  nature  are  to  be  treated  as  additional  to  human  exertion. 

Coal  is  one  of  the  forces  of  nature  - in  fact  it  is  ^^land,”  and  sc 
also  are  the  forces  of  nature  operating  within  all  forms  of  circulating 
and  fixed  capital.  But,  instead  of  resolving  these  forces  of  nature 
solely  into  the  service  of  labor,  Cassel  resolves  them  also  partly 
into  the  service  of  waiting.  A ton  of  coal  differs  from  fixed  capital 
only  in  the  magnitude  of  the  quantity  of  waiting,  just  as  it  differs 
in  the  magnitude  of  the  quantity  of  labor  required  to  produce  it, 

The  elementary  factors  of  production  are  working  and  v^aiting.  The 
derived  factors  are  physical  goods,  like  coal,  wheat,  metals,  machines, 
buildings,  and  finally  consumption  goods.  These  derived  factors  are 
not  additional  to  the  elementary  factors  - they. are  "symptoms"  along 
the  process  of  the  two  elementary  human  services  of  working  and  wait- 
ing. This  was  quite  the  idea  of  Ricardo,  Marx  and  Jevons,  but  with 
waiting  added  to  working.  In  fact,  by  adding  rents  paid  for  the  use 
of  nature ^s  forces,  Bohm-Bawerk  and  Wicksell  w/ere  confusing  human 
services  with  both  technology  and  social  cost.  The  "uses"  of  nature ^s 
forces  are  merely  man^s  technological  devices  for  increasing  the  total 
output  produced  by  the  services  of  working  and  waiting.  But  rents, 
vjages  and  interest,  in  the  real  sense  of  consumption  goods  received, 
are  the  share  of  that  total  output  which  can  be  comiHanded  by  those  in 
position  to  withhold  the  supply  of  land,  labor,  or  waiting. 

The  magnitude  of  the  quantity  of  vvork  can  be  measured,  relative 
to  the  quantity  of  output,  by  man-hours,  but  how  can  the  magnitude 
of  the  quantity  of  waiting  be  measured,  since  it  involves  a "quantity" 
of  time?  Cassel 's  measurement  of  the  quantity  of  waiting  is  a moder- 
nization of  Turgot,  Turgot  had  distinguished  "capital"  from  "capitals. 
Capitals  vvere  commodities,  including  the  subsistence  of  labor,  equiva- 
lent to  Wicksell  ^s  "natural  capital."  But  ^^capital"  according  to 
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Turgotj  was  the  money  value  of  capitals,  ecp.ivalent  to  Wichsell^s 
^money  capital*”  And  Turgot ^s  ^quantity  of  value”  vms  therefore,  the 
quantity  of  commodities  which  a quantity  of  metallic  money  could  "buy 
at  the  prevailing  price.  Thus  his  "quantity  of  value”  was  a quantity 
of  money;  quantity  of  money  was  a quantity  of  capital;  this  quantity 
of  capital  was  the  quantity  of  oomfno dities  and  labor  purchased  by 
means  of  the  money. 

Hence,  with  Turgot,  there  were  two  social  magnitudes  of  money- 
value.  One  was  the  quantity  of  coinmodities  and  labor  purchased  at 
existing  prices,  v^/hose  resulting  sum  of  value  Yms  capital.  The  other 
was  the  quantity  of  commodities  and  labor  at  existing  prices  paid  for 
the  use  of  that  first  quantity  during  a period  of  time.  This  was 
interest.  These  were,  then,  too  dimensions  of  scarcity.  The  first 
was  the  scarcity  of  money  relative  to  the  various  scarcities  of 
commodities;  the  other  was  the  scarcity  of  savings,  always,  accord- 
ing to  Turgot,  in  the  form  of  money,  but  relative  to  the  demand  of 
borrowers  for  the  use  of  those  savings.  Thus  the  money  paid  as 

interest  was  the  price  paid  for  the  use  of  this  money  capital,  or  its 

• 1 

equivalent,  the  mass  of  "capitals.” 

Cassel  then  identified,  as  did  Turgot,  this  ”use  of  capital” 
with  the  "service  of  saving,”  equivalent  to  Senior ^s  "service  of 
abstinence,”  but  gave  to  it  the  name,  ”service  of  waiting,”  in  order 
both  to  avoid  ethical  implications  and  to  indicate  clearly  that  its 
dimensions  belonged  to  future  time.  Reduced  to  an  "arithmetical  quan- 
tity," he  said,  this  "use  of  capital  is  a quantity  of  two  dimensions, 
the  measure  of  it  being  a certain  sum  of  value  into  the  time  of  use." 

1 Turgot,  A.  R.  J.,  The  'Formation  and  the  fist.,  ibution  of  Riches 
(1769,  tr.  1898). 
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But  this,  he  continued,  ”is  the  same  measure  as  that  of  v/aitingj  and 
consequently  we  may  infer  that  waiting  and  use  of  capital  denote  the 
same  thing#  In  fact,  they  signify  one  and  the  same  productive  ser- 
vice; ifwaiting^  is  used  to  express  what  is  done  by  him  who  supplies 
the  service,  and  ^use  of  capital’  to  express  what  is  obtained  by  him 
who  buys  the  service*” 

Thus  Gassel  identified  not  only  his  own  magnitude  of  "waiting” 
with  Turgot’s  three  expressions,  ”use  of  value,”  ”use  of  capital”  and 
”use  of  capitals,”  but  also  v^ith  the  two  dimensions  that  Jevons  had 
proposed  as  the  "amount  of  investment*  ” Jevons  found  that  the  "amoiint 
of  investment"  was  the  function  of  tv/o  variable  quantities,  M,  or 
amount  of  money  invested,  and  T,  the  duration  of  time  during  which 
the  investment  lasted,  so  that  the  dimension  of  Investment  is  MT. 

But  Jevons  also  had  constructed  a quantitative  dimension  of 

"abstinence,”  out  of  his  own  original  discovery  of  subjective  utility 

as  a diminishing  intensity  of  pleasure  or  satisfaction.  Thus  the 

magnitude  of  abstinence  vms  UT,  the  symbol  U being  the  quantity  of 

final  utility,  and  the  symbol  T being  the  duration  of  Time*  But  UT, 

or  the  magnitude  of  abstinence,  was,  according  to  Gassel,  the  same 

magnitude  as  MT,  or  magnitude  of  investment*  Y/hy  not,  therefore, 

name  it  also  M or  money,  instead  of  U,  or  utility?  Such  was  Gassel ’s 

interpretation*  "It  does  not  seem  correct,”  said  Gassel,  "to  use 

such  a term”  as  utility*  "It  cannot  be  anything  but  fictitious,  so 

long  as  we  have  not  really  established  a method  of  directly  measuring 

intensities  of  feeling.  The  only  measure  of  utility  available  for 

the  economist  seems  to  be  the  price  offered  for  the  commodity;  and, 

if  we  accept  this  measure,  we  must  replace  U by  M in  the  dimension  for 

abstinence  given  by  Jevons.  This  dimension  becomes  then  identical 

2 

with  that  of  investment  of  capital.” 

1 Gassel,  Ibid.,  48. 

2 Ibid. , 49  h. 
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It  v/iii  tims  be  seen  that  Cassoi  boldly  cut  the  Gordian  knot 
of  apparently  inextricable  subjective  and  objective  theories  of  value 
by  the  simple  device  of  reducing  them  all  to  the  same  variable  magni- 
tude of  two  variable  dimensions,  Money  and  the  Future  Lapse  of  Time, 
There  are,  as  we  know*,  several  different  names  for  this  same  economic 
quantity,  some  of  which  describe  the  emotions  that  swell  up  from  the 
inner  consciousness;  some  of  which  describe  the  visible  behavior  of 
business  transactions;  and  some  of  v/Mch  describe  social  institutions. 
For,  v/e  a.re,  in  fact,  describing  the  same  variable  ma.gnitude  of  capi- 
tal with  a three -language  hypothesis,  the  subjective  language  of 
feelings,  emotions,  calculations;  the  behaviorist  language  of  business 
transactions;  and  the  institutional  Language  of  debt.  Subjectively 
we  may  call  it  abstinence,  waiting,  thrift,  or  the  saving  instinct; 
objectively  we  may  call  it  money,  capital,  investment,  savings,  capi- 
tal goods,  natural  capital;  and  institutionally  v/e  may  call  it  that 
incorporeal  property  of  Debt  v/hich  binds  the  future  behavior  of  one 
to  the  performance  of  delivering  a ^natural”  commodity  or  service, 
and  the  future  behavior  of  another  to  the  payment  of  a money  debt. 

The  reasoning  by  which  Cassel  creates  this  incorporeal  magnitude 

of  V/aiting  measured  by  Money  and  Time,  may  be  seen  in  his  analysis  of 

1 

Cairnes’  "measure  of  abstinence”  and  MaeVane^s  concept  of  v;aiting. 
Cairncs  had  observed  that  the  "measure  of  abstinence  was  the  quantity 
of  wealth  into  duration  of  abstinence.”  MaeVane  had  criticised  this 
as  follows:  "Abstinence  is  not  itself  a primary  fact  of  industry  . 

. the  more  fundamental  fact  is  the  length  of  time  that  must  elapse 
between  the  outlay  of  labor  and  the  possession  of  the  finished  product." 

1 Cassel,  Ibid.,  41  ff. 

2 Ibid. , 41”  ff. 

3 Mac vane , "Analysis  of  Cost  of  Production,”  1 Quar.  Jour.  EQon. , 

p.  ? (1887). 
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Macvane  then  proposed  the  term  "waiting^*  instead  of  ^*ahstinence.  ” 

Bat,  says  Cassel,  Macvane term  ^waiting”  does  not  contain  more  than 
one  element  - it  is  a "quantity  of  one  dimension,"  the  dimension  of 
Time.  This  is  of  coiirse  inadmissible;  "waiting  a certain  time"  means 
nothing,  v/hen  it  is  not  stated  what  is  postponed.  Perhaps  it  is  Mac- 
vane ^s  intention  that  "waiting"  should  be  taken  to  denote  postponement 
of  some  concrete  thing  or  en;)oyment.  But  in  that  case  we  should  have 
to  give  up  the  character  of  waiting  as  an  arithmetical  quantity,  and 
this  Y/ould  make  ?y/aiting  a very  useless  conception.  But  there  is  a 
still  graver  objection  to  such  a definition  of  waiting.  There  is 
very  seldom  a postponement  of  anything  concrete;  the  man  who  saves 
does  not  as  a rule  know  what  he  v/o’old  have  used  his  money  for,  if  he 
had  not  saved  it;  he  simply  postpones  the  consumption  of  a certain  sum 
of  value.  Hence  "waiting"  is,  as  a matter  of  fact,  measured  by  the 
product  of  such  a sum  of  value  and  the  time  of  waiting.  This  measure 
gives  the  ultimate  definition  of  waiting;  and  waiting  in  this  sense 

is  one  of  the  services  which  constitute  the  concrete  costs  of  pro- 
1 

duct ion. " 

Thus  Cassel  disposed  of  Cairnes*  postponement  of  concrete  wealth 
by  converting  it  into  the  money  value  of  that  wealth.  This  money  value 
he  identifies  w'ith  a fuantity  of  "waiting,”  or  "saving,"  or  "invest- 
ment," as  the  identical  magnitude  of  two  dimensions,  the  amount  of 
flioney  "saved, " "invested, " or  "waited  for,”  times  the  duration  of  the 
"saving,  investing  or  vmiting."  Thus  a money  loan  of  $1',.000,000 
payable  one  year  hence  is  the  same  magnitude  of  tv/o  dimensions,  M, 
Wxhether  it  be  named  saving,  investment , waiting,  or  debt.  And,  as 
Y/icksell  showed,  the  social  aspect  of  this  magnitude  is  the  quantity 
of  consumption  goods  purchased  by  means  of  the  quantity,  M,  and,  if 


1 Cassel,  Ibid.,  41,  42 
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the  average  of  prices  is  stable,  the  equal  quantity  sold  at  the  end 
of  the  average  period  of  production,  T* 

With  this  identification  of  a variety  of  names  for  that  magni- 
tude Vrfhich,  in  the  measurable  form  of  private  transactions  is  the  in- 
corporeal property  of  Debt,  and  in  the  social  form  is  that  of  human 
service  of  \vaiting  for  future  consumption,  we  may  begin  to  speak  of 
the  quantity  of  v</aiting,  the  scarcity  of  waiting  and  the  price  of 
waiting.  Since  waiting  is  a universal  phenomenon,  only  a portion 
of  it  emerges  on  the  markets  vhiere  its  quantity  can  be  measured.  This 
quantity  of  waiting,  when  thus  measured  on  the  markets,  is  of  the  two 
variable  dimensions,  the  number  of  dollars  and  the  duration  of  the 
debt,  the  average  duration  being  the  average  period  of  production,  say 
five  years,  and  the  real  or  social  v^/aiting,  not  always  measured,  being 
the  quantity  of  consumption  goods  waited  for  by  those  who  "invest” 
in  v^ages  and  rents. 

The  scarcity  of  waiting,  therefore,  is  the  relation  between  the 
quantity  wanted  and  the  quantity  available  at  the  time,  v/hich  when 
measured,  is  the  relation  between  the  quantity  of  money  wanted  by 
borrowers,  indicated  by  their  "bids"  and  the  quantity  offered  by 
lenders,  indicated  by  their  offers.  Sut,  from  the  social  standpoint, 
unmeasured,  it  is  the  relation  between  the  quantity  of  consumption 
goods  offered  to  be  paid  by  borrov/ers  in  the  future  and  the  quantity 
of  consumption  goods  v^anted  in  the  future  by  those  who  are  willing  to 
wait. 

V/hen  these  tvi/o  quantities  meet,  so  that  an  actual  borrowing  and 
lending  occurs,  the  scarcity  relation  between  quantity  of  waiting 
bought  by  borrowers  and  the  quantity  sold  by  lenders  is  equalized  by 
the  rate  of  interest,  v/hich,  measured  as  it  then  is  by  money,  is  the 
price  paid  for  the  use  of  money,  or,  from  the  social  standpoint  of 
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real  interest,  it  is  the  quantity  of  additional  consumption  goods 
to  Idc  paid  in  the  future  for  the  particular  service  of  vvaiting  for 
future  consumption  goods. 

Thus  Y^e  begin  to  approach  the  phenomenon  of  bond  yield.  It  is 
the  money  price  paid  for  so  much  of  the  total  quantity  of  social 
waiting  as  happens  to  come  upon  the  markets;  and,  if  properly  computed, 
the  rise  or  fall  of  the  bond  yield  rate  of  interest  on  the  markets  may 
be  taken  as  an  index  of  the  increasing  or  decreasing  scarcity,  at  the 
time,  of  the  social  service  of  waiting.  As  such  this  increasing  or 
decreasing  bond  yield,  multiplied  by  the  total  investment,  on  the 
assumption  of  a stable  level  of  the  average  of  prices,  is  an  index  of 
the  quantity  of  consumption  goods  which  society  pays  to  those  who 
wait  for  the  world-wide  process  of  production  to  reach  its  fruition 
in  consumption  goods.  It  is  this  bond-yield  that  we  shall  call 
"interest”  proper,  equivalent  to  Wicksell^s  natural  interest,  in  order 
to  distinguish  it  from  the  other,  which  we  shall  call  the  bank  rate  or 
the  commercial  rate. 

IV.  The  Mechanism  of  Transactions 

The  second  question  which  we  raised  as  to  the  mechanism  of  trans- 
actions whereby  the  social  cost  of  waiting  is  deducted  from  all  other 
real  incomes  of  consumption  goods  and  turned  over  to  those  who  do  the 
waiting,  requires,  first,  that  we  repeat  what  it  is  that  occiirs  in 
competitive  transactions.  Each  transaction  is  a transfer  of  a quanti- 
ty of  value,  not  a transfer  of  a physical  product  but  a transfer  of  a 
right  of  ownership  over  expected  physical  products,  which  right  of 
ownership  has  a present  value.  Hence  the  value  which  is  transferred 
consists  of  three  dimensions,  the  duration  of  waiting,  the  price  of 
the  product  and  the  qua.ntity  of  the  product.  A change  in  any  one  of 
those  dimensions  changes  the  present  value  of  the  right  of  ownership 
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v/hich  is  transferred  at  tfie  point  of  time  when  legal  control  is 
transferred.  Hence  every  competitive  transaction  involves  the  three- 
fold variable  of  value:  - futurity,  price  and  quantity. 

We  approach  the  subject  of  these  three  variables  by  the  aid  of 
Fetter^s  analysis  of  rent,  interest  and  profit.  Bohm-Bawerk  and 
Wicksell  had  made  rent  and  wages  a social  cost  of  production  but  had 
excluded  profits  and  interest.  Rent,  like  wages,  they  said,  was 
paid  in  advance  and  therefore  was  a social  cost;  but  profits  and  in- 
terest were  received  at  the  end  of  the  process  and  therefore  were  not 
a social  cost.  But  Fetter,  as  we  interpret  him,  reduces  their  con- 
cept of  rent  to  a special  case  of  the  general  concept  of  net  income, 
and  their  concept  of  interest  is  restricted  to  two  aspects  of  dis- 
count, the  discount  of  future  net  income  and  the  discount  of  futu-re 
gross  income.  The  former  discount  becomes  bonds  and  stocks,  the  latter 
becomes  wages  and  wholesale  prices. 

Within  the  concept  of  net  income  are  the  two  concepts  of  a 
regularly  recurring  income  distinguished  as  rent  or  interest,  and  an 
uncertain  or  risky  income,  usually  designated  profit.  That  part  which 
is  expected  regularly  to  recur  can  be  commuted  by  stipulation  into  a 
present  value,  by  the  process  of  capitalization,  yielding  the  concept 
of  a ”rent  charge"  or  a bond  and  mortgage , vhi  le  that  which  is  uncer- 
tain or  risky  yields  the  concept,  according  to  the  degree  of  risk,  of 
preferred  and  commion  stock. 

Since  the  word  "rent"  has  obtained,  -under  the  influence  of  Ri- 
cardo, a specialized  economic  meaning  of  differential  net  income, 
and  since  Fetter,  by  reverting  to  its  primitive  meaning  has  given  to 
it  the  broader  meaning  of  any  net  income  whatever,  regardless  of  Ri- 

1 Fetter,  Franli  A*,  "Recent  Discussion  of  the  Rent  Concept,"  15  Quar. 
Jour.  Scon.,  19-30  (1900);  "The  Passing  of  the  Old  Rent  ConceptV’^ 
Ibid.,  416-455;  Principles'  of  Economics,  chaps.  8,  10,  15,  17  (1904) 
’^Tnterest  Theories  and  Price  Movemonts,"  Proceedings,  American  Econ. 
Assn.,  March  1927,  pp,  62-122. 
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cardo^s  differentials,  tiq  may  simply  sulstituto  the  term  "net  in- 
come” for  Fetter^s  meaning  of  rent.  Profit,  tiicrefore,  is  also  a 
not  income  concept,  its  difference  from  rent  being  its  uncertain 
quantity  while  rent  is  regular  and  recurring. 

Under  the  feudal  system,  Fetter  points  out,  land  was  rarely 
sold  outright,  but  a ”rent  charge”  was  sold  for  a present  sum  of 
money.  Afterwards,  when  land  itself  was  made  alienable  tiriis  same 
”ront  charge”  becomes  a ”bond  and  mortgage,”  and  that  vdiich  had 
been  called  ”rcnt”  is  now  called  ”interest.”  The  rent  contract 
became  an  interest  contract.  The  land  is  now  loohed  upon  as 
security  for  the  bond  and  interest,  where  formerly  the  land  was 
looked  upon  merelj?-  as  yielding  a rent.  Finally,  as  industry 
developed  alongside  agriculture,  the  bond  and  mortage  contract 
took  the  place  of  the  rent  contract,  and  the  term  ”rent”  was 
restricted  to  the  hire  of  physical  goods. 

Yet  economically  they  were  the  same,  and  we  can  thus  see  the 
economic  identity  of  the  value  of  bonds  and  the  value  of  land. 

The  loan  of  money  is,  economically,  not  different  from  the  feudal 
purchase  of  a rent  charge.  Its  difference  is  txhe  legal  difference 
in  the  securit^^.  Each  is  the  purchase  of  expected  regularly 
recurring  payment,  loaown  as  interest  in  the  case  of  the  loan  and 
rent  in  the  case  of  the  land.  This  becomes  the  equivalent  of 
Turgot’s  ”value  of  an  estate,”  the  rent-charge  becoming  equivalent 
to  a bond  and  mortgage,  the  ”valuc  of  the  estate”  becoming  equiva- 
lent to  the  value  of  the  stocks  and  bonds. 

A person  can  either  rent  his  land  or  business  establishment 
to  another  for  a recurring  payment,  in  which  case  he  becomes  a 
creditor,  and  then,  if  his  rent  charge  is  made  negotiable,  the 
buyer,  at  the  market  price,  owns  in  effect  a bond  of  which  the 
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rent  charge  is  the  "yield”  in  the  market  price  of  the  "bond.  Or  he 
can  borrow  money  on  the  security  of  the  land,  in  which  case  he  becomes 
a debtor,  and,  if  his  note  is  negotiable,  then  a buyer  of  the  note, 
at  the  market  price,  owns  a bond  of  which,  now,  the  interest  payments 
are  the  "yield"  on  the  market  price  of  the  note.  In  either  case  the 
management  of  the  estate  remains  with  the  debtor,  but  in  the  first 
case  he  pays  a rent,  in  the  second  case  he  pays  interest. 

This,  however,  means  a change  in  the  meaning  of  the  word  "uses." 
In  the  first  case,  a rent  is  paid  for  the  "use"  of  the  physical  es- 
tate; in  the  second  case  interest  is  paid  for  the  "use"  of  money. 

In  the  one  case  the  price  paid  for  "use"  is  a regularly  recurring 
rent,  in  the  other  case  it  is  a regularly  recurring  interest. 

What,  then.y  is  the  economic  difference  between  rent  and  interest? 
This  was  the  great  puzzle  of  the  16th  century  when  interest  on  money 
was  about  to  be  legalized  by  the  Act  of  Henry  VIII.  Fetter  rightly 
points  out  that,  in  the  purchase  price  of  a rent  charge  interest  was 
already  tacitly  paid  by  a rate  of  discount.  Indeed  this  was  a method 
of  evading  the  usury  laws.  The  same  is  true  of  the  purchase  price  of 
a note  or  bond.  ?/hat  is  purchased  is  the  right  to  have  a fixed,  re- 
current payment,  whether  rent  or  interest.  That  which  is  fixed  and 
recurrent  is  the  rent  or  interest.  That  v/hich  is  unfixed  is  the  market 
price  of  the  right  to  have.  it.  It  is  this  market  price  of  the  debt 
that  is  unfixed,  and  therefore  a rise  in  this  market  price  of  the 
debt  is  equivalent  to  a fall  in  the  rate  of  yield,  but  a fall  in  the 
market  price  of  the  bond  is  a rise  in  the  rate  of  yield. 

How,  then  is  this  interest  paid?  Fetter ^s  explanation  begins 
with  the  language  of  psychology  and  then  proceeds  to  the  language  of 
prices.  His  psychological  terminology  is  "time-value"  or  "time 
preference",  equivalent  to  Bohm-Bawerk ^s  "underestimate  of  the  future," 
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\)Mt  stated  in  the  volitional  language  of  choice,  rather  than  the  he- 
donic language  of  pain  and  pleasure.  Interest  is  paid  hy  discounting 
the  fubure  rents  or  interest.  The  purchase  price  of  the  rent-charge 
or  of  the  intcrest-chargG  is  less  than  the  suiH  of  all  the  expected 
accruals  of  rents  or  interest-payments.  Thus  the  mechanism  of  trans- 
actions hy  which  interest  is  paid  is  the  mechanism  of  a set-off  de- 
ducted from  the  prices  now  paid  for  future  rents  and  future  interest 
payments • 

If  this  is  the  case,  then  it  was  error  in  Bohm-Bawerk  and  Wick- 
sell  to  hold  that  interest  xms  not  paid  in  advance  of  production, 
while  rents  and  wages  are  paid  in  advance.  Rents  and  wages  are  paid 
positivel^r  and  openly  in  advance  hy  explicit  agreement.  Interest  is 
paid  secretl^^  and  implicitly  in  advance  hy  paying  less  for  rents  and 
wages  than  v^ould  be  paid  if  the  interest  had  not  been  q.uictiy  ab- 
stracted in  the  tacit  process  of  set-off  from  rents  and  wages  at  the 
very  time  when  they  were  frankly  and  openly  paid  in  advance. 

How,  then,  is  the  tra.nsition  to  be  made  from  this  set-off  for 
interest  against  rents  and  wages  to  the  set-off  for  interest  against 
prices  of  the  raw  materials,  wholesale  commodities  and  fixed  physical 
capital?  In  other  w/ords  w/hj?.t  is  the  relation  between  the  present  dis- 
count of  the  expected  net-incomes  of  rents  and  interest  and  the 
present  discount  of  gross  income  from  the  sale  of  capital  goods? 

Fetter  says  that,  in  all  cases  ”the  future  uses  are  discounted  and  have 
entered  into  the  prices  of  goods  as  less  than  the"-  will  be  when  realized 
as  actual  rents. 

This  statement  involves  the  distinction  between  net  income  and 
gross  income.  Tiie  future  uses  are  future  net  incomes,  the  "prices” 
are  gross  income.  The  future  uses  are  future  net  incomes,  the  "prices” 
are  gross  income.  When  the  term  ”rcnt"  is  used  as  payment  for  the 
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"uses”  of  land,  and  fixed  capital  it  is  evident  that  "by  "uses"  is  r^eant 
a net  income  derived  from  all  the  transactions  of  huyin^  and  selling. 

So  also  when  the  term  "interest"  is  used  as  payment  for  the  "use  of 
money.  The  "uses"  of  land,  capital  and  money  are  the  succession  of 
net  incomes  expected  to  he  derived  from  the  thousands  of  expected 
transactions  ?/hioh  constitute  the  estate,  or  the  going  concern.  Hence 
of  course,  the  value  of  Turgot ^s  landed  estate  or  the  value  of  any 
going  concern  is  the  present  discounted  value  of  the  total  expected 
net  income  of  the  future,  including  that  stipulated  share  of  net  in- 
come known  as  rent  or  interest  and  tiiat  uncertain  share  known  as  profit 
Capitalization  is  capitalization  of  expected  net  income. 

This  is  also  the  only  workable  meaning  that  can  be  given  to 
Wicksell^s  "marginal  productivity.^^  It  is  the  marginal  net  incom.e, 
whether  it  be  rents  or  profits  derived  from  all  social  economic  pro- 
cesses; the  term  "m-arginal"  signifying  the  fringe  where  industry  is 
expanding  or  contracting  its  quantity  of  output  inversely  to  the  fall 
or  rise,  the  load  or  lag  of  prices.  Marginal  productivity  is  the 
elastic  fringe  of  increasing  or  decreasing  net  income  for  all  indus- 
tries. 

But  the  gross  income  is  the  expected  prices  times  quantities  of 
all  the  expected  output  of  commodities.  If  the  social  point  of  view 
is  taken  then  this  expected  gross  income  is  the  expected  prices  times 
quantities  of  consiomption  goods,  so  that  the  present  prices  and 
quantities  of  the  instrumental,  or  capital  goods,  that  is,  wholesale 
prices,  v/ages,  and  the  values  of  fixed  capital,  are  the  present  dis- 
counted prices  of  all  expected  consuiaption  goods  at  their  expected 
retail  prices. 

Of  course,  there  are  t\¥0  variables,  prices  and  quantities,  and 
there  arc  thousands  of  complex  elements,  so  that  it  v/ill  probably 
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never  be  possible  to  separate  out  and  measure  or  correlate  retail 
prices  and  wholesale  prices  v/itii  reference  to  the  discount  of  future 
retail  prices.  But  if  underestimate  of  the  future  is  a universal 
face,  then  this  discount  of  the  future  gross  income  of  consumption 
goods  at  the  expected  retail  prices  is  tacitly  and  secretly  made  in 
the  present  wholesale  prices  and  CLuantities  of  circulating  capital, 
fixed  capital  and  labor..  Otherwise  real  interest,  as  a share  of  the 
total  consumption  goods,  could  not  be  paid  by  the  others  to  those 
who  perform  the  service  of  waiting.  All  the  prices  of  all  the  instru- 
ments of  production,  are,  as  Fetter  rightly  maintains,  the  discounted 
prices  of  future  consumption  goods,  and  this  is  the  price  mechanism 
'by  which  interest  becomes  a social  cost  of  production. 

When  this  interest,  by  stipulation  in  private  contracts,  is 
measured  off  as  a regularly  recurrent  net  income,  then  a two-fold 
process  happens  - a bond  appears  on  the  stock  market  reflecting  a price 
discount  mechanism  on  the  commodity  markets.  These  commodities  are, 
all  of  them,  the  physical  form  of  savings,  and  their  prices  are  the 
discounted  prices  of  future  consumption  goods.  Yet,  since  all  of  them 
are  reducible  to  the  price  and  quantity  of  labor,  as  Jevons*  quantity 
of  investment  and  Cassol’s  ^^elemcntary  factor”  of  production,  so 
their  universally  discounted  wholesale  prices  are  the  market  mechanism 
by  which  Cassells  other  elementary  factor,  waiting,  is  deducted  in 
advance  from  wages. 

Wo  thus  reach  a two-fold  conclusion  regarding  Wicksell^s  mar- 
ginal productivity,  from  the  social  point  of  view.  Negatively,  if 
marginal  productivity  alone  wore  the  factor  that  determines  the  rate 
of  natural  interest,  then,  according  to  Ricardo,  the  rate  of  natural 
interest  would  be  a continuously  declining  rate  along  with  the  di- 
minishing productivity  of  agriculture;  but,  according  to  Marx,  it  would 
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"be  a continuously  increasing  rate  along  with  the  increasing  productivi' 
of  invention  and  machinery.  Hence  it  cannot  te  either  productivity 
as  a whole  nor  even  marginal  productivity  tiiat,  of  itself,  determines 
the  rate  of  natural  interest. 

On  the  other  hand,  positively,  the  marginal  expansion  and  con- 
traction of  industry  depends  upon  the  social  supply  of  v/aiting  rela- 
tive to  the  social  demand  for  waiting;  in  other  words,  upon  the  scar- 
city of  v/aiting.  And  the  measurahle  index  of  this  social  scarcity  of 
Y/aiting  is  the  bond  yield.  Furthermore,  the  price  and  quantity 
mechanism,  which  is  the  mechanism  of  transactions,  by  which  this  chang- 
ing scarcity  of  v/aiting  enables  those  who  furnish  the  service  of  v;ait- 
ing  to  obtain  a share  of  the  consumption  goods  for  which  they  wait,  is 
a tacit  set-off  against  all  v/holesale  prices  and  the  money  values  of 
all  land  and  fixed  capital,  corresponding  to  the  changeable  rates  of 
bond-yield  at  which  the  expectations  of  the  prices  and  quantities  of 
consumption  goods  are  discounted. 

Thus  Wicksell^s  ^^nat^oral”  rate  of  interest  becomes  the  bond 
yield,  and  we  should  loolc,  statistically,  for  its  test  of  validity, 
in  the  prices  and  quantities  of  raw  materials  and  fixed  capital  "in- 
vested” for  long-time  production  periods.  2?his  class  of  prices  and 
quantities  should  be  expected  to  increase  when  bond  yield  is  1o\y,  thus 
indicating  an  abundance  in  the  supply  of  waiting.  But  these  prices 
and  quantities  should  be  expected  to  be  reduced,  or  their  rate  of  in- 
crease sloY/ed  up,  when  bond  yield  is  high,  indicating,  as  it  does, 
greater  scarcity  of  waiting.  All  of  these  statistical  tests,  however, 
are  governed  by  Wicksell^s  assumption  of  a stable  average  of  retail 
prices. 

If,  then,  the  other  and  uncertain  factor  of  expected  net  incomes, 
namely  profits,  is  treated  in  the  same  v^ay,  we  have  the  concept  of 
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"stock  yield."  And  it  is  the  combined  bond  yield  and  stock  yield  that 
are  an  ir.^ox  of  the  total  e^^pcctod  not  incomes  of  cons-omption  goods, 
for  capitalists  and  investors,  while  it  is  the  wages,  wholesale  prices 
and  money  valuco  of  fixv^d  capital  that  are  the  present  discounted  value 
of  the  gross  incom.c  of  expected  consumption  goods. 

Thus  the  social  cost  of  production  is  not  only  the  Ricardian 
quantity  of  consumption  goods  apportioned  to  labor,  and  is  not  only 
this  and  the  additional  quantity  apportioned  to  owners  of  land  and 
fixed  capital,  it  is  also  nothing  less  than  the  total  quantity  of  ail 
consumption  goods  apportioned  to  all  who  furnish  any  factor  of  pro- 
duction, including  waiting  and  business  enterprise,  that  is  necessary 
and  limited  in  supply. 

The  further  question  as  to  whether  these  shares  of  the  social 
output  of  consumption  goods  are  equal  to,  or  in  excess  of  of,  or  short 
of,  the  service  rendered  by  the  owners  of  those  several  factors,  is 
that  question  of  reasonable  value  which  we  approach  in  the  concluding 
chapters.  We  arc  here  concerned  with  the  special  case  of  the  relation 
between  the  bond  yield  and  the  bank  rate  and  the  effects  of  this  rela- 
tion upon  both  the  total  production  of  consumption  goods  and  the  shares 
obtained  for  waiting  and  business  enterprise. 

V.  Banie  Rate  and  Bond  Yield 

The  bank  rate  on  oomracrcial  paper  has  to  do  w'ith  expected  gross 
income,  but  the  bond  yield  with  expected  net  income.  The  gross  in- 
come is  the  income  expected  tlirough  the  sale  of  commodities.  The 
net  income  is  the  income  expected  tiirough  the  difference  between  the 
expected  purchase  prices  and  the  expected  sale  prices  of  commodities. 
Gross  income  is  derived  from  repetition  of  the  seller ^s  side  of  all 

transactions;  gross  outgo  is  derived  from  the  repetition  of  the 
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"buyer side  of  ail  transactions.  But  since  gross  income  for  sellers 
is  gross  out^o  for  "buyers,  and  every  sale  is  also  a purchase,  v;e  have 
to  distinguish  the  repetition  of  transactions  as  a vdiole  from  the 
repetition  of  the  incoming  and  outgoing  sides  of  transactions.  A 
repetition  of  transactions  as  a whole  gives  gross  income  for  one  and 
gross  outgo  for  another,  but  a repetition  of  the  buying  side  of  his 
ovm  transactions  et  over  against  a repetition  of  the  selling  side  of 
all  transactions  yields  for  each  individual,  net  income,  or  loss. 

Thus  net  income  is  derived  from  two  transactions  of  the  same  person. 
G-ross  income  and  gross  outgo  are  derived  from  one  transaction  between 
two  persons.  Stoclcs  and  bonds  are  the  discounted  value  of  one  personas 
expeated  net  income,  but  prices  are  the  discounted  value  of  tv/o  persons’ 
gross  income  for  one  and  gross  outgo  for  the  other.  The  banic  rate  has 
to  do  with  prices  and  gross  income  and  outgo,  but  the  bond  yield  with 
net  incomes. 

We  have,  then,  to  inquire  how  it  came  about  that  Wioksell,  for 
the  first  time  in  economic  theory,  introduced  the  bank:  rate  of  dis- 
count as  a separate  functional  factor  relative  to  marginal  productivity 
and  the  average  movement  of  commodity  prices.  Ricardo,  wishing  to  get 
behind  the  superficial  phenomena  of  money  and  credit,  resorted  to  the 
man-hour  system  of  measuring  the  social  income  of  consumption  goods  and 
the  net  income  for  capitalists  as  determined  by  the  margin  of  culti- 
vation. Writing  at  a period  before  the  steam  engine  had  begun  to 
show  its  productivity,  he  placed  greater  w^eight  upon  the  pressure  of 
population,  and  therefore,  with  him,  the  net  income  of  profit,  in- 
cluding interest  tended  towards  a minimum  below  which  the  employer  could 
not  afford  to  expand  the  production  of  goods.  This  minimum  was  the 
not  income  at  the  margin  of  cultivation,  and,  since  competition  and 
substitution  tended  to  equalize  profits  over  the  entire  field,  there 
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remained  for  the  landlords  who  owned  the  more  productive  pieces  of  lane 

0 tykiti 

a differential  net  income  - the  rent  of  land  - over  and  above  the  net 

income  for  capitalists  as  determined  by  no-rent  land  at  the  margin 

of  cultivation.  This  differential  rent  of  land  tended  to  increase  as 

the  marginal  net  income  decreased  by  pressure  of  population  towastds 

lower  margins. 

Karl  Marx,  fifty  years  after  Ricardo,  gave  more  weight  to  machin- 
ery, which  he  now  converted  into  a "constant”  quantity,  measured  by 
the  man-hour-price,  and,,  at  the  same  time,  eliminated  Ricardo^s  dif- 
ferential net-income,  rent,  by  averaging  it  with  profits  and  interest, 
and  givirig  to  this  average  the  name  surplus  value.  But  by  surplus  he 
meant  net  income,  and  by  value  he  meant  its  measurement  in  man-hours. 
Hence  we  have,  with  Marxes  productivily  of  machinery,  an  increasing 
net  income  for  ail  capitalist  ovvners,  the  gross  income  being  enlarged 
by  the  two  dimensions  of  greater  efficiency  and  longer  hours,  the  gross 
outgo  for  labor ^s  necessities  being  decreased  by  the  lesser  number  of 
man-hours  per  unit  I’equircd  to  produce  it. 

Thus  these  man-hour  metaphors  of  price  turn  out  to  be  measure- 
ments of  cfficionoy.  Tailing  the  nation  or  society  as  a whole,  Ricardo 
pictured  an  average  decrease  of  efficiency  owing  to  lovjer  levels  of 
output  per  man-hour,  and  Marx  pictured  an  average  increase  of  effioi- 
eney  owing  to  the  introduction  of  machincr^r,  and  therefore  higher 
levels  of  output  per  tian-hour.  According  to  Ricardo  ^s  metaphor  the 
man-hour-priccs  arc  increa^sing,  because  more  man-hours  per  unit  of 
output  arc  required  to  produce  commodities.  According  to  Marxes  ver- 
sion the  man-hour  prices  are  diminishing,  because  less  man-hours  per 
unit  of  product  are  required  in  the  exchange  with  nature.  Abandoning 
the  metaphor,  v;c  have,  v/ithout  muchinery,  Ricr.rdo^s  diminishing  average 
efficiency  with  the  increasing  pressure  of  population.  But  with  Marx 
wc  have  an  increasing  average  of  efficiency  with  the  increasing  use  of 
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macfiinery*  In  the  Ricardian  case  the  diminishin/^  efficiency  was  the 
marginal  efficiency  of  least  productive  lands,  so  that  the  higher 
efficiency  of  labor  on  the  more  productive  land  left  both  a larger 
gross  and  a larger  net  income,  and  the  difference  between  this  larger 
net  income  and  the  smaller  marginal  net  income  was  rent*  Bat  in  the 
Iviarxian  version  the  increasing  average  efficiency  all  round  crea4>ed 
a larger  gross  income,  and  the  differential  net  incomes  going  to 
profits,  interest  and  rent  were  merged  by  averaging. 

Y/hen  it  came  to  John  Stuart  Mill  we  avoided  the  metaphorical 
man-hour  system  of  measuring  prices,  and  stated  his  prices  and  costs 
of  production  in  terms  of  metallic  money.  But  this  created  no  new 
variable  quantity,  because  the  value  of  his  metallic  money  had  already 
been  equalized  with  the  man-hour -price  of  producing  it.  His  really  new- 
variable  was  bahh  credit  v/hose  movements  he  described  quite  accurately. 
But  this  banlc  credit  system  of  money  had,  with  him  no  functional  rela- 
tion whatever  with  his  metallic  money  and  its  equivalent  man-hour 

system  of  measurement.  It  was  a purely  psychological  theory  of  opti- 
1 

mism  and  pessimism,  whereas  his  metallic  money  system  was  a purely 
physical  man-hour  system  of  efficiency.  There  was  no  possible  unit  or 
functional  interaction  of  the  two.  They  were  as  different  as  hope  and 
labor,  or  fear  and  physios. 

Vfhen  next  it  came  to  Boixm-Bawerh,  some  forty  years  after  Mill 
and  twenty  years  after  Marx,  vx  have  a nev;  psychology,  added  to  the 
old  technology  of  Bpeardo,  Marx  and  Mill.  This  new  ps^rchology  is  not, 
however,  Mills  ^ banle-crodit  psychology  of  optimism  and  pessimism, 
which  Bohm-Baworh  also  disregarded  as  an  excrescence,  it  is  the 


1 Mill,  J.  S. , Elements  of  Political  Economy,  Chap.  ? 
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hedonistic  psychology  of  undorestinatg  of  the  future  that  goes  along 

with  physical  productivity  itself,  and  this  therefore  leads  Bohm- 

Baworh  to  distinguish  interest  frorn  "both  profits  and  rent.  Interest 

is  a time -interval  phenomenon  of  underestimatG  of  the  future,  hut 

profits  and  rent  are  time-flow  phenomena  of  business  management  and  the 

uses  of  land.  But,  along  with  this  psychological  explanation  of 

interest,  yet  entirely  independent  of  it,  was  the  same  technological 

productivity  which  Ricardo,  H/Iarx,  Mill,  and  Bohm-Bawork  himself,  had 

measured  hy  man-hours  or  its  og.uivalent  metallic  money.  Thus  the 

ps.ychol ogical  explanation  and  the  technological  explanation,  for 

Bolim-Bawerk,  were  not  functionally  interdependent,  any  more  than  the. 

were  with  J.  S.  Kill.  They  x^'oro  cumulative,  or  alternative,  as  they 

were  with  Mill.  Instead  of  a change  in  one  factor,  the  underestimate 

of  the  future,  causing  a change  in  the  technological  factor,  on  the 

ground  tha.t  they  act  and  react  on  each  other,  a change  in  one  morel^^ 

adds  to,  or  subtracts  fro/n,  or  may  be  substituted  for,  the  oiiange  in 
1 

the  other  factor. 

Here  it  was  tint  I/icksell,  a dozen  years  after  Bohm-Bawerk, 
introduced  the  idea  of  a functional  interaction,  instead  of  cumulative 
addition  or  subtraction  of  th::cc  factors,  the  psychological  bank 
credit  disregarded  by  Mill  and  Bohm-Bawerk  as  a psychological  cycle 
of  optimism  and  pessimism;  the  physical  productivity  of  Ricardo,  Marx, 
Mill,  o.nd  Bohm-Bawerk;  and  the  psychological  underestimate  of  future 
pleasure  of  Boiim-Bawcrk.  It  W'as  the  latter  psychology,  along  v^/ith 
physical  productivity^,  that  furnished  Wicksell  vjith  Lis  concept  of 
natural  interest,  but  it  was  Hills ^ psychology  of  optimism  and  pessi- 
mism tliat  furnished  him  v/ith  the  funotiona.1  idea  of  the  banlc  rate  of 
discount. 

1 Bohm-Bawerk,  Positive  Theor.-~  of  Capitalism,  tr.  , 273  if. 
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Substituting,  as  v/e  propose,  the  bond  yield  as  the  measurable 
index  of  Wicksell^s  marginal  productivity,  we  have  to  revise  our 
original  statement  of  his  position  as  follov\/s.  If  the  bank  rate  is 
reduced,  by  concerted  action  of  banlcs  of  issue,  below  the  bond  yield 
then  the  average  of  commodity  prices  will  tend  to  rise;  if  raised 
above  the  bond-yield  the  average  of  prices  will  tend  to  fall;  if 
equalized  with  the  bond  yield  the  average  of  commodity  prices  will 
tend  toward  stability. 

The  functional  relation  here  described  turns  on  V/icksell^s  two 
concepts  of  a higl-.ly  elastic  magnitude  of  technological  capital  and 
the  functional  relation  between  borrowing  and  buying. 

The  elastic  magnitude  of  tecimological  capital  turns  on  the 
concepts  of  investment,  bond  yield,  banlc  rate  and  marginal  produc- 
tivity. Technological  capital,  instead  of  being  something  fixed  and 
durable,  is  highly  responsive  to  the  attitude  of  capitalists,  in- 
vestors and  bankers.  This  physical  capital  is  not  the  external  visi- 
bility of  the  physical  equipment,  but  is  the  expansion  and  contraction 
of  the  use  of  the  equipment,  and  the  expansion  or  restriction  of  ex- 
tensions and  new  construction,  as  well  as  the  increasing  or  decreasing 
output  of  industry.  These  expansions  and  contractions  always  occur 
at  the  margins  of  the  least  profitable  parts  of  a business  or  among 
the  least  profitable  enterprises. 

Thus  it  is  to  be  noticed  that  Wicksoll,  in  his  analysis,  is 
always  dealing  with  the  marginal  product  or  the  marginal  producer,  not 
in  the  technol ogioal  sense  but  in  the  value  sense.  Consequently,  the 
price  effects  of  changes  in  the  money  rates  are  very  gradual,  and  per- 
haps imperceptible,  until  a period  of  time  has  elapsed.  The  effects 
arc  pointed  out  as  occurring  onithe  least  profitable  money  values  of 
the  products  of  all  business  undertakings.  If  the  bank  rate  rises 
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relative  to  iDond-yiold,  only  the  least  profitable  branches  of  industry 
are  curtailed,  and  if  the  bank:  rate  relatively  falls,  then  it  is  these 
least  profitable  branches  that  are  enlarged.  Similar  marginal  reason- 
ing \7ould  hold  for  the  more  profitable  branches  of  the  same  business. 
With  a high  banlc  rate  relative  to  bond  yield  the  sales  v;ould  bo  more 
cautiously  expanded  if  not  curtailed,  and  the  ability  of  buyers  to 
pay  would  be  more  carefully  scrutinized.  But  with  a relatively  low 
bank  rate  these  marginal  cautions  v/ould  be  relaxed. 

fhus  wc  have  a picture  of  minute  increments  of  change  in  the 
expansion  or  contraction  of  production  correlated  with  the  relative 
movements  of  banli  rates  and  natural  rates,  a set  of  changes  vvhich 
could  scarcely  be  noticed  statistically  for  industry  as  a whole  until 
a measurable  period  of  time  had  elapsed.  Wiclcsell  intimates  that 
this  period  might  be  a year  or  more.  The  statistical  validity  of  this 
theory  requires  further  investigation.  Evidently,  however  it  is  a 
picture  of  what  would  be  expected  from  our  knov;lodge  of  the  trans- 
actions between  banicers  and  their  customers.  The  banker  will  say  that 
by  raising  his  rate  of  interest  from  5 per  cent  to  per  cent  his 
customer  will  curtail  only  those  more  risky  parts  of  his  enterprise 
which  probably  ought  to  bo  curtailed  anyhow.  His  theory  is  in  harmony 
with  Wicksell^s  theory. 

The  matter,  however,  becomes  more  subtle  at  the  hands  of  Wick- 
sell  on  account  of  his  introduction  of  a theory  of  relativity  between 
barfe  interest  and  natural  interest.  The  banlcer  thinks  in  terms  of 
the  absolute  rise  or  fall  of  interest  rates  and  of  the  very  slight 
difference  in  costs  of  production  on  account  of  the  small  share  that 
interest  pa3-monts  bear  compared  with  the  total  costs  of  production. 

A rise  of  interest  from  5 per  cent  to  per  cent  is  only  a 10  per 
cent  increase  in  a factor,  which  may  itself  bo  only  £ or  3 per  cent 
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of  the  total  cost  of  produo tion.  But,  if  we  foj.iow  V/ichsellTs  analy- 
sis, a rise  of  10  per  sent  in  the  rate  of  interest  160011163,  relatively, 
a 22  per  oent  rise  if  the  natural  rate  is  falling  from  5 per  oent  to 
44-  per  cent.  And,  sinoe  the  lorrower  is  speculating  on  i-is  forecast 
of  the  future  rise  or  fall  in  the  price  of  his  product,  which  means 
a rise  or  fall  in  his  expected  gross  income,  and  since  he  is  speculat- 
ing on  narrow  margins,  then  a fall  of  even  only  1 per  cent  in  the 
expected  price  of  his  product  may,  perhaps,  reduce  his  net  income 
50  per  cent  or  wipe  it  out  altogether,  depending  on  the  relation  which 
gross  income  hears  to  net  income  in  his  particular  enterprise.  Since 
it  is  net  income  and  not  gross  income  that  he  is  concerned  about,  and 
since  this  is  money  income  and  not  goods  income,  then  there  may  he  a 
cumulative  effect  if  money  interest  rises  10  per  oent  when  both  natu- 
ral interest  is  falling  10  per  oent  and  prices'  of  finished  product  are 
also  expected  to  fall.  All  of  these  expected  cumulative  contingencies, 
operating  upon  the  narrow  margins  of  competitive  business  and  the  great 
difference  between  gross  income  and  net  income  are  provided  for  in 
V/icksell^s  theory  of  the  relativity  of  banli  interest,  natural  interest 
and  prices  of  commodities,  acting  functionally  with  each  other  as 
independently  variable  q.uantities. 

Substituting  then  the  bond  yield  for  marginal  productivity,  if 
the  average  bond  yield  is  low,  indicating  an  abundance  of  investment 
funds,  then  the  bonds  will  sell  at  high  prices;  these  high  prices  of 
bonds  will  increase  the  quantities  of  labor  and  materials  that  can  be 
purchased,  at  existing  wages  and  prices,  for  extensions  and  new  con- 
struction; the  total  social  investment  measured  in  quantities  of  labor 
and  materials,  is  thereby  increased;  and  an  increasing  output  of  pro- 
duct will  eventually  ensue. 

If,  now,  at  the  same  time  when  the  bond  yield  is  low  and  the 
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prioGs  of  ■’oonds  are  high,  the  bank  rate  is  made  yet  lovver  than  the 
bond  yield,  the  same  tendencies  will  be  accentuated.  Stimulated  by 
this  still  lovi/er  barOi  rate,  the  borrov/ors  are  induced  to  enlarge  the 
amount  of  their  short-time  borrov,/ings  for  im.modiate  delivery  of  finish 
ed  products,  at  the  expense  of  their  long-time  borrovvings.  These  larg 
er  short-time  borrowings  liave  the  same  effect  as  the  high  prices  of 
bonds,  for  they  enable  the  borrov/er  to  increase  his  demand  for  labor 
and  materials.  This  tends  either  to  raise  wages  and  prices,  or  to 
increase  the  quantity  of  labor  and  materials  purchased,  if  prices  and 
wages  do  not  immediately  rise.  In  the  latter  case  an  increasing  out- 
put shortly  ensues. 

But  if,  on  the  other  hand,  v/hile  the  bond-yield  is  low,  the  bank: 
rate  is  raised  above  the  bond  yield,  then  the  banl:  rate  tends  to  coun- 
teract the  bond  yield.  Borrowers  arc  inclined  to  borrow  less  money 
at  the  banks  and  to  put  more  money  in  investments,  and  thus  either 
prices  do  not  tend  to  rise  or  quantities  of  output  do  not  tend  to  en- 
large, as  they  \7ould  have  done  when  the  banlc  rate  was  below  the 
bond  yield. 

Carrying  the  sane  reasoning  throughout,  it  is  not  the  absolute 
rise  or  fall  of  the  banic  rate  that  affects  the  average  movement  of 
prices,  it  is  the  relative  rise  or  fall  compared  with  the  bond  yield. 
If  the  bond  yield  is  5 per  cent  then  a bank  rate  of  4 per  cent  is  a 
low  rate  and  will  initiate  a tendency/  towards  a rise  of  the  average 
of  commodity  prices.  If  the  bond  yield  falls  to  3 per  cent  then  the 
same  banic  rate  of  4 per  cent  is  a high  rate  and  will  initiate  a ten- 
dency towards  a fall  in  coromodity  prices. 

Hero  will  be  seen  the  significance  of  Y/icksell^s  introduction  of 
the  functional  relation  between  borrowing  mo.aey  and  buying  goods,  a 
relation  quite  familiar  to  all  business  concerns,  but  not  made  use  of 
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in  the  theories  of  the  classical  and  hedonic  economists.  They  had 
eliminated  money  as  a mere  "form,”  a "medium  of  exchange"  having  no 
effect  on  the  exchange -values  previously  determined  in  the  processes 
of  production,  pleasure  and  pain.  But  money,  says  Wiclcsell,  is  not  a 
mere  difference  in  "form"  v/here  it  pla^’^s  only  a passive  part,  hut  is 
a difference  in  "reality,"  with  money  playing  an  active  part. 

The  classical  and  communistic  economists^  supposition  that 
money  played  a passive  part,  merely  as  a convenient  means  of  exchange 
in  transferring  goods,  not  different  from  a highway  as  a means  of 
transporting  goods,  and  that  therefore  the  rate  of  interest  could  he 
pictured  as  merely  a "natiiral"  rate  payable  in  another  universal  com- 
modity, money,  might  have  been  close  to  reality  if  their  assumption 
was  true  that  money  was  simply  one  form  of  a commodity,  gold  or  silver 
whose  value  was  determined  and  measured  by  the  same  man-hours  of  labor 
power  that  determined  and  measured  the  value  of  the  other  commodities. 
But  with  a bank-debt  system  of  money  substituted  for  a metallic 
system  of  money,  the  ban!-:  rate'  of  interest  may  and  does  change  differ- 
ently from  the  changes  in  their  assumed  "natural"  rate  as  determined 
by  the  marginal  productivity  of  capital.  In  other  words,  Wioksell 
here  makes  the  shift  from  the  original  concept  of  interest  as  a pay- 
ment of  physical  goods  for  the  use  of  physical  goods  (in  natura)  to 
a stipulated  or  contract  rate  of  interest  as  a payment  of  bank  debts 
for  the  use  of  bank  debts,  wherein  this  bank  rate  of  interest  does  not 
always  coincide  with  their  natural  rate  of  interest,  and  its  lack  of 
coincidence  is  reflected  in  the  ciianges  in  prices  and  quantities  of 
product. 

Yet  it  is  in  this  very  shift  that  will  be  found  our  difficulty 


1 Wicksell,  Ibid.,  124,  126 
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in  maMng  use  of  Ficksell^s  concept  of  natural  interest  determined  “by 

marginal  productivity.  He  himself  admitted  that  there  are  no  statis- 

1 

tics  of  marginal  productivity.  But  v/e  inquire  further,  Why  was  it 
that  he  did  not  loolc  tow'ards  the  concept  of  bond  yield  as  the  statis- 
tical measurement  v/hich  he  needed?  Wc  ascribe  this  neglect  to  the 
transitional  position  vi/hioh  ho  occupied  between  the  classical  or  com- 
munistic economists,  v;hose  concept  of  interest  was  a physical  produc- 
tivity concept,  and  the  institutional  economists  whose  concepts  are 
bargaining  concepts  arising  from  transactions  and  the  institutions 
of  property,  hanking,  credit,  and  from  the  accompanying  psychology  of 
futurity.  Yet  it  is  inexplicable  that  Fetter,  while  rightly  rejecting 
the  marginal  productivity  aspect  of  V/icksell^s  theory,  should  have 
missed  Wicksell’fs  far  more  essential  doctrine  of  relativity  of  dif- 
ferent interest  rates,  hotter,  in  his  criticism  of  what  he  calls 

E 

^^Wicksell^s  startling  doctrine  of  discount  policy,"  directs  his  at- 
tention solely  to  tiiat  half  of  Wioksell^s  doctrine  Y^hove  the  bonk  rate 
is  supposed  to  be  lower  than  the  natural  rate,  and  agrees  with  Y/ick- 
sell  that  this  situation  would  cause  a general  rise  of  prices.  Then 
he  assumes  that  Y/icksell  intended  tha.t  the  money  rate  should  always  be 
kept  lov/or  than  the  natural  rate,  in  which  case  there  would  ensue  a 
"constant  bardc  credit  inflation  and  a constant  rise  of  prices,  in 
turn  creating  a motive  for  more  commercial  loans,  ad  infinitum,  just 
as  in  the  case  of  Russian  and  G-erman  paper  money  inflation."  Fetter 
overlooks  the  other  half  of  Y/icksell  *s  doctrine.  The  rise  of  prices 
can  be  stopped  and  even  a fall  in  prices  can  be  brought  about  by  rais- 
ing the  money  rate  above  the  natural  rate* 

1 Wicksell,’  Ibid.,  153. 

E Fetter,  Franir’A.  , "Interest  Theory  and  Price  Movements,"  Proceedii-gs 
Amer.  Econ.  Assn.,  Mar.  1927,  p.  62,  98. 
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A better  understanding  of  Y/ickseii  was  siiov/n  by  Fisher  in  his 
I 

reply  to  Fetter,  where  he  approved  of  Wickseli^s  doctrine  that  re- 
ducing the  bank  rate  belov/  the  natural  rate  v/ould  tend  to  cause  an 
inflation  of  credit  and  a rise  of  prices,  but  pointed  out  that  by 
raising  the  money  rate  above  the  Tiatural  rate  there  would  ensue  a 
contraction  of  credit  and  a fall  of  prices;  and,  by  keeping  the  dis- 
count r^^te  ”in  tune  with  other  rates”  the  tendency  would  be  to  main- 
tain a stable  level  of  the  average  of  prices.  Wicksell,  "more  than 
anyone  else,”  said  Fisher,  had  made  the  "valuable  contribution”  to 
money  theory  "that,  except  for  the  gold  reserve,  the  price  level  in  a 

community  vhiere  the  deposit  currency  rules  the  price  level,  would  be 

, " 2 

entirely  at  the  mercy  of  the  discount  policy  of  bankers.” 

This  theoretical  conclusion,  however,  Wicksell  admitted,  could 
not  operate  in  practice  except  by  concerted  action  of  all  banks  of 
issue  and  re-discount,  and  even  so  it  could  not  operate  without  in- 
ternational agreements  which,  in  effect,'  amounted  to  a pooUzxg  of  the 
world’s  gold  reserves.  Such  international  agreement  he  rightly  re- 
garded as  unlikely  while  nations  v\^erc  preparing  for  war,  because  ac- 
cumulation of  gold  reserves  is  an  even  more  effective  instrument  of 

3 

military  preparedness  than  the  construction  of  armaments.  Yet  the 
developments  of  the  V/orld  War  made  the  Federal  Reserve  System  in 
effect,  and  for  a time,  a world-wide  pooling  of  gold  reserves,  and  this 
affords  us  the  means  of  a partial  test  of  the  validity  of  V/icksell’s 
theory. 

The  following  charts  are  dravm  to  test  his  theory.  They  indi- 
cate that,  while  in  general  they  may  give  support  to  his  theory,  yet 
it  indicates  that  there  are  several  factors  present  some  of  which  he 
provided  for,  others  he  had  not  foreseen.  Among  the  former  are  the 

lack  of  international  agreement  for  concerted  action  of  central  banks 

1 Fetter,  Franie  A.,  "Interest  Theory  and  Price  Movements,”  Proceed- 
ings, Amer.  Econ.  Assn.,  Mar.  1927,  106,  107. 

2 TbTd.  , 108. 

3 TTiclcsoll,  Ibid.,  179. 
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1 Open  market,  4-6  months  commercial  paper.  2 15  municipal,  15  public  utilities,  a 
15  railroad  bonds  from  Standard  Statistics  company.  5 population  vjeighted  ’"'hclesale 
prices;  1915  =:  IOC. 
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and  the  struggle  for  gold  reserves.  Among  the  latter  are  the  shift- 
ing of  banlc  credit  to  the  stoclc  marlcct,  causing  inflation  of  stock 
prices  instead  of  a rise  of  commodity  prices.  Others  are  the  impor- 
tant difference  between  customers^  rates  and  open  rates  at  commercial 
banles,  now  practices  of  great  corporations  which  make  them  independent 
of  the  commercial  banks;  and  the  new  importance  of  open  market  pur- 
chase and  sale  of  securities  by  central  banks  as  supplementary  to 
his  changes  of  the  discount  rate.  Besides  these  are  to  be  allowed 
uncertainties  in  the  computation  of  the  statistics  on  which  the 
chart  is  constructed. 

The  curve  indicating  bond  yield  is  the  showing  of  45  municipal, 
public  utility  and  railway  bonds.  It  beings,  (Chart  I)  immediately 
after  the  war,  at  5 per  cent  but  rises  rapidly  to  6 per  cent  in  19Z0 
and  1921,  then  starts  a rapdi  decline  to  1922,  then  a rise  to  nearly 
5 per  cent  in  1923,  then  a gradual  decline  to  the  low  point  of  4^ 
per  cent  in  1927  and  1928,  then  a rise  to  4|-  per  cent  in  1928  and  1929. 

Meanwhile,  in  only  two  periods,  1920-1921  and  1928-1929,  was  the 
Federal  Reserve  re-discount  rate  above  the  bond  yield  rate  of  interest, 
and,  for  practically  all  of  the  time  w'as  the  commercial  open  market 
rate  higher  than  the  re-discount  rate.  The  customers^  rate,  not  shovmL 
because  statistics  are  not  available,  although  applicable  to  a greater 
part  of  the  loans,  was  doubtless  not  subject  to  the  extreme  fluctuations 
of  the  open  rate. 

The  significance  of  clianges  in  holdings  of  government  securities 
by  the  Federal  Reserve  barks  may  be  realized  when  it  is  noted  that  a 
purchase  of  securities  on  the  open  market  increases  by  approximately 
that  amount  the  credit  of  member  ba,nks  at  the  Reserve  Bank;  whereas 
a sale  of  securities  reduces  their  credit  at  the  Reserve  Banks.  And 
under  the  system  of  pooling  the  gold  reserves,  it  is  not  gold  that 
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constitutes  memlDer  'baiik:  reserves  - it  is  the  iDaianos  of  reserve  in- 
debtedness to  member  banlcs.  Hence  the  limit  placed  on  member  bank 
reserves,  averaging  about  iO  per  cent  of  their  demand  liabilities, 
permits  them  to  lean  to  business  customers  about  10  times  as  much 
commercial  credit  as  their  ov/n  credit  balance  at  the  Reserve  Banks, 
Hence  a pui^chase  of  370  millions  of  securities,  as  in  1922,  tends  to 
increase  the  lending  capacity  of  member  banlcs  by  over  3 billion 
dollars  and  the  sale  of  520  million  as  in  1922  and  1923,  tends  to 
reduce  the  lending  capacity  of  member  banlcs  by  over  5 billion  dollars. 
The  movement  of  prices  now  can  be  compared  with  these  changes  in 
rates  and  open  market  operations*  The  Federal  Reserve  System,  owing 
to  post-war  financing,  was  not  at  first  able  to  assume  any  responsi- 
bility for  inflation  of  prices*  The  rediscount  rate  v/as  kept  below 
the  bond-yield  rate;  member  banlcs  borrov\fed  in  large  amounts;  business 
customers  v;erc  stimulated  to  borrov/,  and  prices  moved  rapidly  towards 
the  peak  in  1920,  Then  the  reserve  ratio  of  the  Reserve  banks  had 
approached  its  legal  limit  of  40  per  cent,  and  the  rediscount  rates 
were  necessarily  advanced,  in  order  to  protect  the  reserve  ratio, 
much  above  the  already  increasing  bond  yield  rate,  until  commodity 
prices  and  production  reached  the  bottom  in  1921* 

Forthwith,  in  1922,  the  twelve  Reserve  Banins,  without  concerted 
action,  shifted  their  surplus  to  investments  in  securities,  and  with 
the  low  rediscount  rates  and  the  enlarged  reserves  of  member  banks, 
commodity  prices  again  rose  almost  as  rapidly  as  in  1919,  Hero,  for 
the  first  time,  the  Reserve  System  assumed  responsibility,  purchases 
and  sales  of  securities  v^ere  concentrated  in  a single  committee,  and 
this  committee  began  its  drastic  sale  of  securities  in  1922.  Finally, 
at  the  beginning  of  1923,  the  rediscount  rate  was  advanced  at  two  of 

the  Reserve  banlcs*  Apparently  the  sale  of  securities  had  far  more 
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effect  in  cliecking  the  rise  of  prices  in  1923  than  raising  the  re- 
discoimt  rates,  which  continued  to  remain  heiow  the  hond-yield  rate. 
Prices  foil  steadily  until  the  middle  of  1924,  hut,  at  the  beginning 
of  tha.t  year  the  Systcni  began  huge  purchases  of  securities,  and,  this 
time  used  its  rediscount  rate  vigorously,  reducing  it  to  3 per  cent 
while  the  bond-yield  rate  v\ras  4rf  per  cent.  Commodity  prices  started 
upward  in  the  latter  half  of  1924,  but  meanv/hile  the  sale  of  securities 
began  to  have  effect  and  prices  started  to  fail  until  they  reached  the 
low  point  in  1927,  Then,  again  the  process  was  repeated.  Securities 
were  purchased  and  the  banli  rate  v;as  lowered. 

But  now  a new  phenomenon  came  actively  into  play.  The  caution 
of  the  general  public  and  the  enormous  profits  of  corporations,  turned 
the  low  rates  and  augmented  credit  into  the  stoclc  market  more  than  into 
the  commodity  markets.  In  order  to  counteract  this  stock  market  infla- 
tion the  Reserve  bardts  sold  securities  in  1928  and  raised  the  rates 
of  rediscount,  for  the  second  time,  above  the  bond-yield  rate,  reach- 
ing the  high  level  of  5 per  cent  while  the  bond-yield  rate  was  rising 
to  only  4-^  per  cent.  Thus  the  v/orking  out  of  V/icksell^s  theory  was 
interrupted  by  the  policy  of  using  his  theory  to  depress  stock  prices 
instead  of  stabilizing  commodity  prices. 

This  brief  discussion  confirms,  in  a general  '^jay,  Wicksell^s 
theory  of  concerted  action.  Ho  such  stabilizing  results  as  above  de- 
picted could  have  been  brought  about  by  independent  action  of  10,000 
banJes,  each  holding  its  own  gold  reserve.  And  even  then,  no  such 
stabilizing  results  could  happen  until  the  twelve  reserve  banlcs  yield- 
ed to  a central  committee  the  purchase  and  sale  of  securities,  and  the 
uniform  control  of  rediscount  rates. 
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In  this  case  foreign  hanks  of  issue  v/ere  compelled  to  follov^r 
the  lead  of  the  Reserve  System,  v/hicii  held  the  hulk  of  the  world’s 
monetary  gold®  In  so  far  the  situation  corresponded  to  Wicksell’s 
assumption  of  a world  pay  community.  But  other  factors  came  in. 

Open  market  operations  seem  at  times  to  he  more  effective  than  changes 
in  hank  rates.  In  1928  it  developed  that  the  Reserve  System,  had  lost 
a large  part  of  its  former  control  hecause  private  corporations  and 
the  private  savings  of  the  public  v/ent  into  the  stock  market  rather 
than  the  commodity  or  bond  markets.  And  finally,  Wicksell  had  not 
allowed  for  this  shifting  of  savings  or  of  hank  credit  from  the  com- 
modity and  bond  imrkets  to  the  stock  market.  This  phenomenon  of  shift- 
ing could  not  he  oared  for  in  his  theory  of  marginal  productivity. 

But  in  the  case  of  the  bond  yield  rate  of  interest  it  is  CLuite  evident. 
There  is  a sympathetic  relation  affecting  ail  these  loan  markets, 
whether  on  commodities,  bonds,  or  stock  shares,  whereby  the  rise  or 
fall  of  one  of  the  rates  of  interest  produces  a substitution  of  one 
kind  of  investment  for  another  kind,  thus  keeping  the  several  rates 
more  or  less  ”in  tunc,”  While  Wicksell  gave  a new  theoretical  clue 
to  the  stabilization  of  the  average  movement  of  prices  by  means  of  his 
concerted  action  of  a World  Pay  Community,  yet  in  its  practical  appli- 
cation and  in  the  test  of  its  validity,  many  more  factors  must  be 

1 

included  than  those  which  v/ere  apparent  in  1898. 

YI,  Efficiency  and  the  Value  of  G-oId 


1 For  further  discussion  see  Hearings  on  H,  R,  7895  (1927)  and  H,  R 
11806  (1928)  before-  the  Committee  of  the  House  of  Representatives 
on  Currency  and  Banking.  G-overnment  Printing  Office,  Y/ashington, 
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m^lOimOY  AH'D  0]HE  VALUE  OP  GOAL 
John  Rc  Coinmons 

{'j:o  oe  ravisedo  Feornary^  1929) 

,Iu  ProdiiaarSj  Sellers.  Buyers 

Lhe  first  assumption  that  naturally  oecurs  to  anyone  v^ho-  con- 
siders the  astonishing  increase  in  efficiency  of  American  industry 
and  agriculture  is  that  the  law  of  supply  and  demand  should  he  expect- 
ed to  bring  about  a corresponding  fail  in  prices®  If  the  efficienc^r 
of j say,  the  steel  industry,  or  the  wheat-growing  industry,  increases 
ten  per  cent  in  ten  years,  by  which  is  meant  that  the  sarae  amount  of 
capital,  labor,  and  raanagement  produces  ten  per  cent  larger  output 
in  a given  time,  then  we  should  naturally  expect  prices  to  fall,  on  the 
average,  about  one  per  cent  per  year,  or  ten  per  cent  in  ten  years « 

These  figures  are  tahen  arbitrarily,  for  illustration.  The 
Federal  Reserve  Board  estimated  a much  larger  increase  in  efficiency 
of  manufacturing  industries  from  the  year  1919  to  the  year  1927  - an 
increase  of  47  per  cent  in  efficiency,  averaging,  therefore,  five  per 
cent  per  year®  But,  taking  our  figures  for  illustration,  consider 
what  Vi/ouid  happen  if  both  steel-efficiency  and  wheat-efficiency  in- 
creased together  at  the  same  rate  of  tan  per  cent  in  ten  years,  and 
that  the  money  prices  of  each  declined  ten  per  cent  during  that  ten 
years* 

We  raay  enlarge  the  supposition^  Suppose  that  steel  stands  for 
all  manufacturing  industries  and  that  all  of  them  increase  their 
efficiency  equally  at  the  sam.e  rate;  ani  that  wheat  stands  for  all 
agric-u-ltui:*al  industries,  all  of  which  also  increase  their  efficiency 
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are  selling  all 


equally  at  the  samo  rate*  All  of  tLc  fcarmerSp  nov;, 
of  their  agricultiiral  products  to  all  the  manuf actui'ers j and  the  mo.nu- 
facturors  are  selling  all  of  their  n^anufac tured  products  to  all  the 
farmers.  Prices  for  everything  have  fallen  equally  10  per  cent* 

But  have  Goachangc  values  fallen?  This,  is  the  distinction  ■be- 
tween ^nominal”  prices  and  f^real'^  pricesc  ilominal  prices  arc  the 
amount  of  money  which  a unit  of  the  commodity?*  will  "bringc^  Real  prices 
are  the  amount  of  other  commodities  which  it  \7iil  "buy.  The  nominal 
price  is  the  one  which  Y?e  name  simply  price.  The  real  price  we  uamc 
exchange -value.  This  is  because  money,  by  which  nominal  prices  are 
mcas^ored,  is  only  a soiling  and  bu^ung  medium  through  which  v;e  obtain 
cw^nership  of  the  other  commodities  and  services  which  we  really  want, 
in  exchange  for  our  own  commoditiGS, 

Kenoe  instead  of  saying  that  wo  ^^buy  money”  with  our  commodities,, 
we  say  that  vjq  arc  "soiling  goods  for  money*”  And  instead  of  saying 
that  we  are  ’'exchanging  money"  for  commodities,  wo  say  that  we  arc 
’’buying  goods  with  money,”  The  real  prices,  or  exc ha ngo- values,  are 
not  icnown  until  we  first  sell  our  commodity  for  money  and  then  start 
cut  to  buy  any  or  ail  of  the  other  commodities  wc  need.  Hence  v/e  name 
zLo  quantity  of  another  commodity  which  wc  obtain  for  o^'or  own  commodi- 
ty, net  the  "price”  of  our  commodity,  but  its  exchangc-vaiue.  And  we 
name  the  quantity  of  money  which  wc  obtain  for  our  commodity,  not  its 
exchange-valuie,  tut  its  price.  Exchange- value  is  the  ”roal  price," 
Price  is  the  nominal  price® 

So  it  is  with  wages,  profit,  intci’ost  on  investm.ent  and  rent  of 
land.  Here,  however,  the  ’'commodity,"  if  we  so  call  it,  v;hich  vje  own, 
wo  do  not  soil.  We  sell  only  ‘'‘Ac  us^  of  It  during  a period  of  time. 

It  is  this  use  that  is  the  true  commodity  \;hicii  wo  sell.  In  the  case 
of  Labor  and  investment  v/e  call  it  a service-  the  service  of  working 
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■.  id  the  service  of  waitinge  Ivominal  wages  are  mono^^  wages^  that  iSj 
.:  ;ie  price  obtained  ty  selling  la  Dor-service  or  txie  nse  of  labor-power , 
for  monevj  during  an  horu , day,  week  or  pieces  nominal  wages  are  the 
priice  of  labors 

But  real  wage,  or  the  real  price  for  the  use  of  his  labor-poY/er , 
is  the  food,  clothing  and  other  goods  which  the  money  wage  will  buy^ 

We  call  them  ”rea.L  wages”  but  they  are  the  same  as  what  we  here  call 
the  exchange-value  of  the  service  cf  working  for  others. 

Likewise  nominal  interest  is  the  amount  of  money  v^hich  an  owner 
of  money  receives  for  the  use  of  his  money  as  an  investment  during  a 
period  of  timoo  It  also  is  a payment  for  a service  - the  service  of 
waiting®  He  who  gets  paid  for  this  service  of  waiting  is  the  investor 
who  buys  mainly  bonds  with  his  savings^  On  the  mioney  market  this  is 
named  the  ^price  of  money”  or  the  ”valu8  of  moneys”  It  is  the  nominal 
or  money  rate  of  interest,  that  is,  the  nomunal  price  paid  for  the 
service  of  waiting.  But  the  real  rate  of  interest,  or  the  ”rcai  price 
paid  for  the  service  of  waiting  is  the  quantity  of  goods  which  the 
investor  can  buy  with  the  money  which  he  receives  as  nominal  interest. 
This  q^oantity  of  goods  is  the  real  price,  that  is,  the  exchange- value , 
of  his  service  of  v/aitingo 

Also  with  profit,  Nominal  profit  is  the  amount  of  money  which 
a business  establishment  receives  during  a period  of  time  after  paying 
nominal  interest,  nominal  wages  and  all  other  prices.  It 'is  the 
nominal  price  received  from  the  public  for  the  service  of  managing  a 
business.  ^t  real  profit  is  the  quant..ty  of  all  goods  which  this 
nominal  profit  will  buy  on  the  markets  Tjiis  real  profit  is  the  same 
thing  as  the  eoichangG-value  of  the  ser/icc  of  managing  a business® 

So  with  rent  and  hire,  nominal  rc-i.  er  hire,  is  the  price 
received,  over  a period  of  tliie,  for  the  use  of  lands,  buildings, 
horses,  or  any  physical  thing. 


But  real  :c''.nt  is  the  quantity  of  goods 
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-.\Qb  nomnal  a-^ent  w'iii  "buy^  Real  rent  is  the  same  thing  as  the  ex- 
:.iange- value  of  the  us^s  of  physical  things;  hut  nominal  rent  is  the 
price  paid  for  the  use  of  physical  things^, 

In  genera],  t-C^n.;  p;eic.es  are  the  nominal  values,  or  nominal  in- 
comes, received  03^  all  sellers  of  commodities,  services  and  uses,  'but 
exchange -values  are  the  real  values,  the  real  incomes  received  by 
such  sellers. 

Yet  v;hile  prices  are  "nominal”  and  exchange  values  are  "real,” 
prices  are  very  real  in  another  sense  they  determine  v;ho  shall  get 
the  results  of  efficiency. 

If,  then,  to  go  bach  to  ores.*  supposition,  if  the  prices  of  all 
ccmir^odities  have  fallen  equally  ten  per  cent,  have  the  exchange-values, 
or  real  prices,  fallen  ten  per  cent?  IIo.  They  remain  exactly  v/here 
they  were,  A bushel  of  wheat  exchanges  for  exactly  the  same  quantity 
of  manufactured  products  as  it  did  before^  and  a suit  of  clothes  ex- 
changes for  iust  the  same  quantit^r  of  agricultoral  products  as  it  did 
beforeo  There  has  been  a fall  of  ten  per  cent  in  money  prices  of  both 
agriculture  and  manufactures,  but  no  fall  in  exchange- values  betv^een 
agricultur'Y- produc ts  and  manufactured  products. 

Shall  we  say,  then,  that  it  mahes  no  difference  what  the  level 
of  prices  is,  or  \-;hethGr  the  level  changes?  We  might  apparently  say 
it  would  malie  no  difference  in  our  supposed  caseo  But  tahe  an  oppo- 
site supposition.  Suppose,  v/hils  efficiency/-  increased  equally  ten  per 
cent  for  all  commodities,  jot  the  level  of  all  prices  is  rising  ton 
per  cent,  instead  of  falling-  Tncrc  would  still  be  no  change  in  the 
exchange -value 3 of  manuf act'-aros  and  .^.gri cult-are-.  The  prices  would  be 
ton  per  cent  higher,  but  a bushel  of  v-uat  wo-J.d  buy  the  same  quantity 
of  manufactuo’os,  and  a suit  of  clothes  vould  buy  the  same  quantity  of 
agricultural  products^  '^he  difference  1 ould  bo  that  all  prices  would 
bo  ten  per  cent  higher,  by  which  is  meant  either  that  both  wheat  and 
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aZ-othing  would  buy  ten  per  cent  less  money,  or  that  ten  per  ocnt  loss 
.norxGy  would  buy  the  same  quantity  of  wheat  or  clothing. 

If  it  made  no  difference  in  exchange -values  between  manufactures 
and  agriculture  v^/hon  all  prices  fell  ten  per  cent,  it  lihewisc  made  no 
difference  in  exchange-values  when  prices  rose  ten  per  cent.  But  who 
got  the  increase  of  ten  per  cent  in  efficiency? 

lake  another  supposition.  Suppose,  when  efficiency  all  round 
increased  equally  ten  per  cent,  there  was  no  change  in  prices.  Wheat 
therefore  buys  the  same  number  of  dollars  as  before,  and  the  same 
number  of  dollars  buys  the  same  suit  as  before.  Consequently,  when 
the  price-level  remains  stable  the  same  thing  happens  to  exchange- 
values  as  when  money  prices  rose  ten  per  cent  or  when  money  prices 
fell  ten  per  cent.  But  who  now  gets  the  ten  per  cent  increase  in 
eff ioienoy? 

When  all  prices  fell  ten  per  cent  and  all  efficiencies  increased 
ten  per  cent,  to  whom  did  the  increased  efficiency  go?  We  must, 
apparently,  distinguish  between  producers  and  consumers.  This  is  the 
usual  way  of  talking.  Some  arc  producers,  others  are  consumers.  But 
it  does  not  fit  the  situation.  In  our  supposed  cases  all  farmers  and 
farm  laborers  and  all  manufacturers  and  manufac tuning  laborers  are  both 
producers  and  consumers.  Our  distinction  must  therefore  be,  not  be- 
tw'con  producers  and  consumers,  as  though  they  wore  different  persons, 
but  between,  lot  us  say,  the  produoing-selling  function  and  the 
buying- consuming  function  of  the  same  persons. 

This  distinction  is  important.  Docs  the  increase  in  effioiency 
go  to  the  mdilions  of  participants  in  thoir  producing-sciling  function 
or  in  txheir  buying -consuming  function?  Let  us  look  at  the  throe  dif- 
ferent situations  above  supposed  rcspcctiig  prices.  the  first 

case.  If  all  prices  fell  ten  per  cent  while  all  efficiencies  were 
increasing  ten  per  cent,  would  it  be  as  selling-producers  or  as  buying- 
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Gonsiimers  that  the  farmers  and  farn~iaborers^  the  aannf ac turers  and 
factory  laborers,  obtained  the  ten  per  cent  gain  in  efficiency?  E vi- 
dentiy,  what  happens  would  be  that  each  side  would  gain,  not  by  its 
o\/n  increased  efficiency,  but  by  the  increased  efficienc^r  of  the  other 
side  of  the  transactioiir.  And  each  side  would  lose  the  gain  that  might 
have  come  from  its  own  increased  efficiencyo  They  come  out  even,  in 
this  supposed  case,  because  each  side  gains  from  the  increased  effi- 
ciency of  the  other  side  ^ust  as  much  as  it  loses,  by  the  fall  in 
prices,  from  the  failure  to  gain  the  increase  of  its  own  efficiency. 

In  other  words,  when  prices  are  supposed  to  fall  as  much  as  efficiency 
increases,  then  each  side  gains  in  its  buying-consuming  function  as 
much  as  it  loses  in  its  producing-selling  function, 

Talce  the  opposite  extreme,  where,  supposedly,  prices  increased 
equally  ten  per  cent  while  efficiency  all-rovind  increased  also  ten  per 
cent.  The  exchange-values,  as  we  saw,  remained  the  same,  but  prices 
all-round  rose  ten  per  cent*  Which  function  got  the  gain  from  the 
increased  efficiency,  and  which  function  lost  out?  Evidently  the 
producing-selling  function  got  two  gainso  It  got  a gain  of  ten  per 
cent  on  account  uf  increased  efficiency,  and  it  got  another  gain  of 
ten  per  cent  on  account  of  the  rise  in  prices.  Its  total  gain  was 
twenty  per  cent»  On  the  other  hand,  the  consumer -buying  fimction 
suffered  a loss  of  ton  per  cent  because  prices  wore  supposed  to  rise 
just  that  amount,  and  therefore  a given  amount  of  EiOnoy  available  to 
buyers  would  p-urchase  ton  per  cent  less  commodities  than  before.  But, 
as  sellers  they  had  obtained  ten  per  coiit  mcr c _moncy  with  which  to  buy.o 
H.encG,  again,  everybody  canc  out  oven,  since  was  both  pro- 

ducer-seilor  and  consuruer -buyer.  But  v/lich  function  got  the  gain  from 
increased  efficiency? 

Here,  again,  we  must  split  our  pro ircGr-selicr  function  into 
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iGS  two  parts.  The  p.:eodiioer-selIer  function  got  two  gains,  a ten  per 
oeiit  gain  from  inoreased  efficiencv  and  a ten  per  cent  gain  from 
higher  prices.  This  means  that  it  got  a ten  per  cent  gain  by  means  of 
its  producer  function  and  another  tei  per  cent  gain  from  its  seller 
fujiction.  There  was  nothing  'whatever  to  offset  or  deduct  from  this  ten 
per  cent  gain  in  efficiency  as  a producer.  That  was  pure  net  effi- 
ciency-pr  of  it  or  efficiency  wages,  there  was  an  eocactiy  equal 

offset  to  its  gain  as  a seller  function. 

Here,  we  must  make  a further  distinction  between  two  hinds  of 
consumers.  There  are  ultimate  consumers  and  there  are  business  oon- 
sun'iers.  The  ultimate  consumer  is  the  last  buyer;  the  business  con-* 
suiuer  is  an  intermediate  buyer.  The  association  of  manufacturers  who 
bought  steel  for  their  production  of  machinery  and  farm  implements 
called  themselves  ”the  Association  of  Rolled-steel  Consu/fiers,  ” But 
they  were  not  consurriors;  the,y  were  producers.  They  had  organized  in 
order  to  obtain  the  privilege  of  paying  lower  prices  for  the  semi- 
finished steel  products  Ywhich  they  needed,  not  for  consuroption,  but  for 
further  production  into  finishod  products.  Hence,  to  be  enact i they 
should  be  called  buyer-producers,  instead  of  buyer-consumers,  \7e 
shall  consider  them  here  as  buyer-pr?nducerso 

Thus  producers  can  enlarge  their  profits  in  three  directions: 
iirst,  as  sellers  by  raising  the  prices  of  their  product;  second,  as 
bw.yors  b^y  reducing  the  prices  paid  to  others  for  materials  and  labor; 
or,  third,  as  ’''-^7  increasing  thei?:*  efficiency. 

For  the  purpose  of  reo a suri ng  these  three  methods  of  increasing 
profits  and  v;ages  v/c  need  two  systems  cf  moasuromonto  For  the  first 
£.nd  second  methods  of  raising  and  rcdudiig  prices  our  unit  of  measure- 
ment is  the  dollar For  the  third  method,  by  the  increasing  efficiency 
as  producers,  our  unit  of  ir.casuromont  is  the  man-hour.  The  first  and 
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sov-^ond  metiiods  depend  on  the  relations  of  supply  and  deraandj  that  is, 
upon  the  relative  scarcities  of  commodities 5 and  our  measure  of  rela- 
tive scarcities  is  the  doliar<,  The  third  method  depends  upon  increas- 
ing the  quantity  of  products  produced  hy  the  same  quantity  of  labor, 
that  is,  upon  increasing  the  efficiency  of  labor  and  management,  and 
o-’ir  measure  of  relative  efficiencies  is  the  man-hour. 

Wo  shall  consider  these  measurements  later,  but,  for  the  present. 
\7e  can  see  how  it  is  that,  in  our  supposition  of  an  equal  rise  of 
prices  all  round,  there  is  the  exactly  equal  offset  to  the  gain  from 
the  seller  function.  This  offset  came  from  the  ten  per  cent  increase 
in  prices  that  had  to  be  paid  as  buyers.  Thus,  while,  as  producers, 
each  side  gained  ten  per  cent  from  increased  efficiency,  and  while  as 
sellers,  each  side  gained  another  ton  per  cent,  yet  as  buyers  each  side 
lost  what  it  gained  as  sellers,  though  retaining  what  it  gained  as 
producers. 

These  five  distinctions  will  be  found  to  be  importante  I lenow' 
a business  nmn  who  started  cut  to  show  that  the  seicncos  of  chemistry 
and  electricity  could  be  introduced  into  business  and  thereby  large 
profits  could  be  niadGo  His  ideal  was  evident], y efficiency  profits, 
and  he  succeeded  immonselyo  Suddenly  he  found  hiraself  stopping  produc- 
tion and  laying  off  his  laborers,  because  he  was  waiting  for  an  expect- 
ed bankruptcy  and  unloading  of  stocks  by  the  producers  of  his  raw- 
material,  after  which  he  might  expect  to  buy  his  raw  material  at  lower 
prices.  Why  did  he  cnange  from  his  first  ideal  of  making  a profit  by 
increasing  efficiency  and  the  production  of  goods  to  the  different 
ideal  of  making  a profit  by  withholding  the-  production  and  beating 
down  prices  of  raw  matcriaic  All  business  men  wore  doing  the  same 
thing  at  that  period  of  falling  prices  in  1921.  All  of  thorn  were 
waiting  for  each  other  to  be  soyiQozG^  by  falling  prices,  and  so  they 
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vvore  in  rmich  tiie  same  position  as  bhe  famcus  islanders  wko  elcG-d-o-at 

a precarious  living  ly  compelling  each  to  take  in  the  others^  washing. 
All  of  them  were  tr2/lng  to  make  precarious  profit  hy  going  around  the 
circle  of  taking  it  out  of  each  other  as  “buyers  at  fallir^  prices. 

Or,  when  the  opposite  movement  occurred  and  prices  were  rising. 
Then  every  business  man  and  stock  spec^uLator  thought  he  was  very  smart 
if  he  sold  at  the  peak  of  the  market  and  ’^got  out  from  under”  just 
before  prices  began  to  fail*  ^Getting  out  from  under”  means  letting 
the  buyers  hold  the  bag  of  failing  prices.  Why  was  it,  then,  that  in 
the  period  of  rising  prices  both  employers  and  wage-earners  ”iaid  down 
on  the  job”  and  decreased  their  efficiency?  This  we  know  actually 
occorred  in  the  year  1919.  It  was  because,  as  sellers , they  were  tryin/ 
to  take  their  profits  and  w^ages  out  of  each  other,  instead  of  taking 
it  out  of  themselves  as  efficient  producers.  This  time  it  was  the 
precarious  circle  of  taking  it  out  of  each  other  by  rising  prices. 

The  third  method  of  increasing  profits  and  wages  is  the  effici- 
ency method,  v/here  they  do  not  try  the  circular  process  of  talung  it 
out  of  each  other  by  rising  prices  or  falling  prices,  but  they  take 
it  out  of  themselves  by  increasing  their  efficiencyo  ? or  example, 
take  the  third  supposed  situation,  where  prices  remained  equally  stable 
end  where,  as  before,  exchange-values  were  also  stable.  ITow,  it  is 
evident-  neither  side  gained  or  lost  anything  as  sellers  or  buyers.. 

Both  prices  and  exchange-values  remained  the  same*  But  each  side 
gained  as  producer.s  - not  as  buyers  or  sellers  - exactly  the  amount 
of  gain  represented  by  its  own  ten  per  cent  increase  in  efficiencyv 
Hence  we  have  throe  possible  price  situations  in  our  supposed 
uniform  increase  of  efficienejy  and  we  a??c  called  tipon  to  test  our 
first  assr-mption  of  falliiig  orices  Y;ith  increasing  efficiency  'by  each 

of  these  situations.  ^hc  question  now  cakes  a different  turn.  It 
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l3  not,  V/iiat  should  ue  naturally  expect  the  lav:  of  supply  and  demand 
to  do  to  prices  vvhon  efficiency  increases,  tut,  Y/hich  price  situation 
should  v/e  eoipect  v/ill  he  the  host  for  all  concerned?  Is  it  oettor 
all  around  that  the  gains  from  efficiency  made  by  producers  should  go 
to  other  persons  as  buyers?  If  so,  then  falling  prices  uill  do  it* 

Or,  is  it  better  that,  as  sellers,  the  producers  should  get  an  addi- 
tional gain  not  based  on  efficiency/’?  If  so,  then  rising  prices  will 
do  it.  Or,  finally,  is  it  better  that  the  gains  from  efficiency  shouia 
be  retained  by  the  producers  themselves  without  gaining  or  losing  as 
sellers  or  as  buyers?  If  so,  then  stable  prices  will  do  it. 

Y/e  have,  then,  really  three  questions  to  answer,  an  economic, 
an  ethical,  and  a governmental  cucstion,  '^he  economic  question  is, 

What  effect  will  the  unregulated  law  of  supply  and  demand  have  on 
prices  when  efficiency  increases?  The  ethical  question  is,  What  ought 
to  happen  to  prices  wiion  efficiency/  increases?  Ihc  govornmentai 
question  is,  Can  the  banhs,  if  authorized  by  governments,  stabilize  the 
average  movement  of  prices? 

vio  shall  not  consider  here  the  third  question.  Of  course,  it 
would  not  bo  worth  wliile  cojisidoring  the  first  and  scoond  questions 
if  we  lincw  positively  that  the  third  could  not  bo  answered  affirma- 
tivoly^o  Y/c  do  know,  how'over,  that,  since  the  war.  governments  through- 
out the  world,  and  their  central  banks,  like  the  kcdcral  Reserve 
Syrstem,  have  been  working  on  this  question  of  the  enormous  fluctuations 
of  prices,  tryang  to  reduce  those  fluctuations.  V/e  arc  not  now  con- 
sidering anything  about  whether  the;/  can  reduce  the  fluctuations  or 
not.  We  are  onlyr  considering  w’hat  they  shouj_d  take  as  their  guide  in 
administering  the  credit  system  of  the  v.'orld,.  Tlic  question  is, 

Should  they  take  the  promotion  of  efficiency^  as  their  guide? 
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2o  PulliG  poliGy 

But  this  question  of  efficiency  cannot  he  separated  frora  the 
ethical  question,  for  the  following  reason.  \7e  may  assume  as  settled 
tnat  everybody  seelcs  his  own  self-interest,  regardless  of  the  effects 
on  others,  in  all  his  economic  activities  of  buying,  selling,  pro- 
ducing and  consuming,  This  consists  in  getting  as  much  gain  as 
possible  and  suffering  as  little  loss  as  possible.  Everybody  does 
tnis  without  regard  to  the  effects  on  other  people,  unless  he  is  re- 
strained in  some  way  that  he  cannot  overcome.  If  anybody  claims  that 
he  is  in  business  for  the  public  benefit  we  may  set  it  down  as 
buneomb^^  The  ethical  question,  then,  is,  Should  his  largest  selfish 
gain  and  least  loss  to  self  be  secured  for  him  as  a producer,  or  as  a 
seller,  or  as  a buyer,  or  as  an  ultimate  consumer? 

There  is  really  only  one  way  in  \chich  a person  who  selfishly 
seehs  his  own  largest  gain  can  do  so  without  getting  something  for 
nothing  by  talcing  it  out  of  other  people,  and  that  is  by  increasing 
his  efficiency.  If  he  gains  by  raising  his  prices  or  wages 

paid  by  other  people,  his  gain  comes  solel^^  from  an  equal  loss  to 
others  as  buyers.  Eg  not  only  gets  something  for  nothing,  he  gats 
something  for  less  than  nothing.  The  others,  then,  if  they  are  also 
pruducer-sellers 5 can  recoup  themselves  only  in  one  of  tw’o  ways,  either 
raise  their  prices  as  sellers  equal  to  thei?u  loss  as  buyers,  or  in- 
crease their  efficiency  as  producers  equal  to  that  same  loss  as  buyers. 
If  they  raise  their  prices  as  sellers  they,  in  turn,  get  something 
for  nothing  by  taking  it  out  of  other  peopj.e  and  thereby  com.c  out  ever..,. 
If  they  raise  their  efficiency  but  receive  c orrospondingiy  lower  prie-. 
then  the  others  take  the  geirn  of  thoi:’  efficiency  away  from  them,  ana 
they  do  not  gorig  out  even,  I.f  both  aides  increase  their  efficiency 
but  do  not  raise  their  prices,  then  they  also  come  out  even,  but  each 
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side-  gets  its  gain  ¥;ith.out  the  intermediate  stop  of  taking  it  out  of 
others  for  nothing  in  exchange.  Finally  if  loth  sides  raise  their 
prices,  equally,  hut  vvithout  increasing  their  efficiency,  then  they 
come  out  even  on  the  gamble  of  getting  something  for  nothing  out  of 
each  other. 

The  ansu'cr  to  the  ethical  question  \7ould  then  seem  to  be, 

Every  person  seeking  his  purely  selfish  increase  of  profits  or  wages 
should  get  his  largest  gain  as  a producer  through  increasing  his  ef- 
ficiency, and  not  as  a seller  gambling  on  the  rise  of  prices,  and  not 
as  a buyer  gambling  on  the  fall  of  prices.  liow  would  this  work  out 
in  practice? 

The  first  question  is  the  one  proviousl^^  referred  to,  How  shall 
v;e  measure  the  incroaso  in  efficiency?  It  cannot  bo  measured  in  money. 
If  the  former  money  cost  of  manuf aoturing  a suit  of  clothes  was  |E0, 
and  the  money  cost  is  reduced  to  ^12,  we  cannot  tell  whether  the  40 
per  cent  reduction  in  money  cost  was  duo  to  lo¥;er  vjageSg  lower  rates 
of  interest,  lov/cr  prices  of  raw  material,  or  to  an  increase  in 
efficioncy.  But  if,  as  happened  in  a certain  clothing  factory  during 
a period  of  eight  years,  the  average  number  of  honors  of  all  kinds  of 
manual  labor  required  to  make  the  average  suit  was  reduced  from  about 
ton  hours  per  suit  to  about  six  hours  per  suit,  then  v;e  can  sa5^  that 
the  labor-c ost  - not  money-cost  - was  reduced  40  per  cent.  This  is 
the  same  as  saying,  inversely,  that  the  shop  officiency  was  increased 
65  2/3  per  cent. 

There  are  other  ways  of  stating  the  same  thing.,  Formerly  one 
hour  of  average  labor  produced  one-tenth  of  a suit  - now  it  produces 
one-sixth  of  a suit«  The  inei  oaso  is  56  2/3  per  cent..  Or,  where 
formerly  six  hours  of  la.bor  p:.‘oduccd  60  per  cent  of  a suit,  six  hours 
nov;  produces  100  per  cent  of  a suit.  Qkiis  is  an  increase  of  40  per 
cent  of  a suit  in  six  hours,  which  is  the  same  as  an  increase  of 
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S6  2/3  per  oent  in  efficienoyc  One  May  of  stating  it  is  the  inverse 
of  the  other.  If  the  lalor-hours  per  suit  are  reduced  40  per  cent, 
then  the  suits  per  hour  of  labor  are  increased  65  2/3  per  cent.  Either 
of  putting  it  is  the  same  as  saying  that  efficiency  has  increased 
06  2/3  per  cent. 

The  engineers  have  a set  of  terms  which  express  this  relation 
and  enable  us  to  distinguish  labor-cost  from  money-cost.  The  terms 
aru  ”output^^  and  ^’input."  Efficiency  is  the  ratio  between  output  and 
input.  The  input  is  the  number  of  man-hours,  the  ou.tput  is  the  amount 
of  product  per  hour.  If  the  input  of  man-hours  per  unit  os  output  is 
reduced  40  per  cent,  it  is  the  same  as  saying  that  the  output  per  nan- 
iiovo?  is  increased  66  2/3  per  cent.  It  is  two  inverse  ways  of  saying 
that  efficiency,  measured  by  the  man-hour,  has  increased  66  2/3  per  cer. 

nothing  is  here  said  about  money,  or  Y\fages,  profits,  prices, 
money-cost  or  money  inco/ce.  These  latter  are  business  problems  of 
the  relative  scarcities  of  things.  But  we  are  now  considering  only 
tnc  producer's  tGciinological  problem  of  relative  off icienoios  of  dif- 
ferent methods  of  productioxi.  The  dollar  is  the  business  man’s  unit 
of  scare itjr-mcasur erne nt  - the  man-hour  is  the  producer's  unit  of 
off ic ienoy-moasiarcnic into  We  raeasure  efficiency  by  the  output  of 
product  per  input  of  ma  n-h  ou?:*  s ; we  measure  scare  it  3^  by  the  prices  or 
wages  aid  in  dollars.  V/e  cannot  mcasuoc  efficicnc^^  by  prices  or 
wages,  nor  scarcity  by  man-houn*s. 

This  is  the  essence  of  the  distinction  between  producer  and 
solior-  The  producer  is  a techno.logis t , an  engineer,  a manager,  a 
laborerr  his  problem  is,  liow'  to  increase  the  output  per  man-hour  of 
input  - that  is,  how  to  inciwaso  the  efficiency"  of  industry  and  agri- 
GultuTGo  But  when  ho  becomes  a seller  i\c  becomes  r business  man. 

Bow  his  problem  is  prices  and  wages  - Row  to  increase  the  prices  re- 
ceived for  vhiat  he  soils,  or  to  reduce  hae  prices  and  wages  which  he 
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: i3t  pay  for  v/liat  ho  buys*  IBusinoss  oan  rache  profits  in  "both  v/ays  - 
ty  offioienoy  or  scarcitjr*  If,  solely  as  producer,  the  manager  and  hie 
laborers  increase  the  hourly  output  of  goods  per  hourly  input  of  laoor, 
then  they  are  tiic  successful  producers  - the  specialists  in  efficiency. 
2ut  if,  solely  as  seller  and  huyer,  the  employer  increases  his  dollar 
not  income  by  higher  prices  rooeived  or  by  lower  prices  and  wages 
paid,  he  is  the  successful  business  man  - the  specialist  in  scarcity. 

The  two,  however,  are  under  the  same  business  control.  In  which 
function  shall  this  business  control  bo  induced  to  maho  tiie  larger 
Px^ofit?  Shall  it  be  as  producer  or  as  buyer  and  seller?  V/hat  bearing 
does  stability  of  the  onchangc-valuc  of  gold  have  upon  the  answer  to 
this  question? 

But  we  must  first  go  further  in  distingoushirig  producer  and 
efficiency  from  business  and  scarcity.  It  is  often  said  that  the  groat 
increase  in  modern  efficiency  has  come  from  the  substitution  of  ma- 
cxiinery  for  labor,  and  that  machinery  displaces  labor.  But  machinery 
has  not  been  substituted  for  labor,  nor  has  machinery  displaced  labor, 
creept  temporarily.  What  has  happened  is  that  direct  labor  has  boon 
transferred  to  indirect  labor.  The  efficiency  of  agriculture  has  in- 
creased about  throG-fold  in  a hundred  yearso  A hundred  years  ago  it 
recuired  nine  farmers^  families  to  support  ten  families,  including 
tl.emsGlveSo  Bow  tlircc  farmers^  families  support  ten  families,  includ- 
ing tiiemisolves.  a*griGultural  efficiency  has  thus  increased  threc- 
foldc  V/hat  happened  was  that  six  farmers-  families  wore  transferred 
from  the  direct  production  of  agricult'iral  products  to  the  indirect 
production  of  agricultui-al  products:,  They  nuv;  produce  coal,  iron, 
lujiibcr,  fertilizers,  railways,  higlwvayr  , steamships,  agricultural 
.'lachinory,  delivery  of  geedr  on  the  prcducc  exchanges,  and  so  on,  all 
of  which  indirectly  produce  agricultural  products,  b'hat  happened  v;as 
that  nine  families  were  formerly  employed  in  the  direct  production  of 


- r’j.. . cl  iTfO'i  t uii'i  ctrf'  Baoriiniff'  .'ini/d  oil  d'.wl'f  “lol  ''JC9 

J^z  .TR-  .loo/rr.c-.!  La  TcJoioa  ,11  ..\'^io'x.''-a  yonoion-l^  -, 

,130, cj  10  .+£,L'tnl  y.f'u;o/:.i..(T  cioc;.  lo  yl-xx/oil  oilir  OEi5oioxtl  EioioccI 

,'ionc  i f'l'.lo  ill  L?3.11.1ooar.  orlJ-  - sioonfcciq  li'lcEoooxiu  o i.t  oib  ’corid'  nont 

'1  llai!  si:'.  Gc-BO>>icni  lavqJl'ivw  Olid’  Inia  lolloc  s '.  y.Loi.oR  .,11  IX'"! 

toflUi  'xov.-c-L  ::,d  io  i'oviot>cM  .Eooi'xc,  yd  ojiiooni  doii  | 

,.iC--leTiOB  rri  del--',.fl  wOiJ  .r  xil  a ^B^oalE:>cf  lii'lt s a c- oi'B  JitJ  b1  oil  : 

’ ' ’■< 
n'  .i.oidnco  Esoifl;;.i;d  o.M  loMa  o'ta  ,%z7t:,y/cp  ,oy:t  ou?  | 

1.. .'!  il  Oi'd’  o.'s:':'.  ol  fio-r'ii jill  on  ioiliioo  EsofixBXrd  K,.rxld'  IlBila  ncid'oi  i 1 ^ 

-.■i-  ^i.vlloi  J>:ij'  rcy  ’f'^'  aa  io  . ‘•xoLixDoiq  lx.  ooMl  II,oil:S  yd-llLL.“  j 

.)d  .-xoi.iwcn  oili  c-iyif  ov.-ul  .tXqi',  In  _ai;-I;;v-o£,u/Ji:o>:o  D[l.+  lo  ’i.tlllcfcdE -aDCli  | 

?xic  l,daoi/p  E.iild’ I 

Znz  loLu.'.o-;.:  ■■I>  nl  •toii.f'XL'l:  o^;  inill  d-aan  .ow  ’.IxiS  ""  1 

Jcui^  o.ld  d-oilt  Mx:.  jip.’-'lo  r.l  dl  ..yMniapr,  fiaa  .ssorixnx'cf  iipil  y;ortololx:-o| 
1-  nc.ltifdilec.'as  o.;."  ac-r'x  o.ion  .cari  yorio.to.l'ilo  rtiol)c,-n  .il  ouxioionl  | 
iionirlo."'.  tuZ  ..loo;;:  SLL.-.:.-i;xil  -.■ipiildo.-.tri  ds-id  .loxfxd  ,iol  Y.ionlx.o| 

Su.onlqirlL  vx''"-.ldo-:.;  aad.i  -.n  local  id  .JdwdxitldeCx/r:  noorf  don  u'-ilj 

.;  ■ ..a  .sail  icC.  i d ‘uri  j ,d- i d ::l  c'd  t ,<y._lli.oiGa!P.od  dcjooioll 

czd  oii/j1o-o.1i;3.';  Io  v.ondal'.'l:-  .dT  ..lopai  dpoiliJnl  od  ;lpiio.lBii'’'xy^ 
jl  "SO  ei.oo'c  i'.'-’.'-'  - »*  , LT '■;>■.■  <3x'xl)m'it  s al  olo’xr'oo'iild  d.ifoo.o  ■l>oa''j'i^y 

.(L  .ill.AL'i  i!v:‘  dLsx'.-ji-u  pd  splllfflcl  1 ai  Jiaid  ofiln  l)oily?o;'y; 
-CaXpp.i  ,st1I1. i.d  ao,-  die  ; .lii/icl  ’ si.xr/x.p'l  ooi.-id  .'/oH  ,aovlD.L.:i.,.^^, 

-o-'iii.  Jboar.oioa:!  noiit  o.xr;  y dpi o ill j I.Ln.-.diwi'i'i.i,.,*  .,r.oylo8«oiid  yi  1; 
5:iLL;-j..xrd  ^ic,;;  sail  I.  •.ox  ' s-i.  d :-il  a dr/id  ca..'  poaogqaii  diK  .BIclx 
doxiii.i'i  old  od  al.Lx;.x',  ix-xidyroxyp  io  acidoxiooiL'.doo'xiii  oiid 

If 

,1.10.''  oo^r'yi':..  ' . .y  oai  3 :'.i  _Ia’iodixxoi’ii,.a  lo  noldoofioiyy 

IziL'llirolT-  z ^ S ';  , y c.”.!:;lx!  r.y.ox’Ilci  , siosil-ld'iol  ,ioCfWl7 

li ,no  vS  /:n.p  .,r  o:  : v ••i.-'  old  C'-  alcss  Ic  y'XOVlioJD  ,,ytoftiilo.ls| 

s-  ;-.?  l.on.'^7i.'  r.  :4. .,t;doi:r-cip  1 L'a'dlaoii:- " . opaloiq  ii,ldooiil>iil  iloxriy/  iol 
'xo  aoldpxflcic  idooiib  orld  ai  df'Ydlqao  .ylioa'/pl  piov/  .dplll.'n.ol  :0«ln  d ''...J 


15  - 


657  I 

an(i  one  family  in  the  indireot  procaiction,  ?vhere-  1 
as  now  only  three  families  are  engaged  in  the  direct  produotionj  and  , 
seven  families  are  engaged  in  indirect  production,  or  agricultural 
products*  The  efficiency  of  agriduL'ture  is  not  to  he  measured  hy 
tne  output  of  direct  labor  hut  hy  the  output  of  both  direct  and  in- 
direct labor*  The  whole  nation  has  contributed  to  the  increased  ef- 
ficiency of  agriculture,  Just  as  the  increased  efficiency  of  agri- 
culture has  released  labor  for  the  increased  efiioiency  of  the  v/hole 
nation* 

But  this  applies  to  the  nation  as  a wiiole  and  not  to  any  par- 
ticular agricultural  establishment.  The  particular  establishment  buys 
its  agricultural  machinery  from  an  implement  factory  which  had  bought 
its  materials  from  other  factories  and  had  employed  labor  to  manu- 
facture and  transport  the  implements*  What  the  particular  farmer 
bought  a particular  quantity  of  indirect  labor,  ”stored-up”  and 
furnished  to  him  from  preceding  industrieso  i^nd  this  stored-up  labor 
is  employed  by  him  as  his  share  of  the  nation^ s indirect  labor,  along 
with  his  own  direct  labor,  to  produce  his  crop  of  wheat* 

This  indirect  labor,  stored  up  in  farm  implements,  fertilizers 
and  other  improvements,  depreciates  by  use  or  obsolescence  and  must 
be  replaced  by  new  and  more  efficient  implements,  fertilizers  and  im- 
provements. If  it  v/ears  out  or  becomes  obsolete  in  five  years,  on  the 
average,  then  he  must  calculate  that  he  is  empioying  each  year  one- 
fifth,  or  20  per  cent  of  the  total  amount  cf  stored-up  labor  which  he 
obtained  from  other  industries.  In  order,  then,  to  find  how  much  labo^" 
he  has  actually  employed  he  must  add  to  the  number  of  man-hours  of 
direct  labor  per  year  one-filth  of  the  numbor  of  man-ho"urs  of  labor 
s-ccred  up  in  his  farm  implom'nts,  fertilizers  and  improvements. 
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A set  of  terms  that  fits  this  distineticn  is  ^’operating  lator’^ 
and  ^embodied  laboro”  His  embodied  labor  is  the  ^depreciation”  of 
his  farm  implements,  fertilisers  and  improvemontso  If  they  depreci- 
ated 20  per  cent  a year,  on  the  average,  then  he  employed  each  year 
20  per  cent  of  the  total  embodied  labor  which  ho  has  on  hand.  This 
is  the  number  of  hours  of  embodied  labor  which  he  must  add  to  the 
number  of  hours  of  operating  labor,  in  order  to  find  how  much  labor 
he  has  actually  employed  in  producing  his  crop  of  v/heat.  It  is  his 
snare  of  the  total  indirect  labor  of  the  nation  devoted  each  year  to 
his  crop  of  wheat,  and  added  to  his  own  direct  labor. 

Evidently,  then,  the  calculation  of  increasing  efficiency  of  an 
agricultural  establishment  or  of  a clothing  factory  is  exaggerated  if 
wo  measure  it  only  by  the  operating  labor.  Our  divisor  - the  input  of 
labor  - must  be  increased  so  as  to  include,  as  input,  not  only  the 
direct,  or  operating  labor,  but  also  the  indirect,  or  embodied  labor. 

This  calculation  reduces  the  apparent  increase  in  efficiency, 
when  the  increased  use  of  machinery  is  talccn  into  account.  The  above- 
calculation  of  66  2/3  per  cent  increase  in  efficiency  of  a certain 
clothing  factory  was  made  on  the  basis  of  only  operating  labor.  The 
increase  of  efficiency  was  really  less  than  that  because  the  newly 
added  embodied  labor  in  the  form  of  added  machinery  was  not  included 
in  the  oalculationo  Had  it  been  included  then  the  increased  efficiency 
of  both  direct  and  indirect  labor  would  have  been  less  than  66  2/3 
per  cent.  If  the  output  of  direct  operat: ng  labor  per  man-hour  is 
increased  66  2/3  per  cent  because  the  indirect  labor  embodied  in 
machinery  has  been  introduced,  that  does  not  moan  that  the  efficiency 
of  operating  labor  has  been  increased  that  much,  because  we  have  not 
counted  the  additional  a mo-on  t of  labor  required  to  make  the  machinery, 
Wg  must  allow  that  some  of  tne  labor  formerly  devoted  to  the  operating 
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pi?oduotion  of  steel  or  ?/heat  is  diverted  to  its  indirect  production  ly 
constructing  the  steel-producing  machinery  and  the  agricult-ural  equip- 
ment used  in  the  direct  operating  production  of  wheat® 

This  indirect  production  hy  emhodied  labor  is  Capital.  Its 
quantity  should  be  measured  by  man-hours j,  and  then  distributed  as 
overhead  by  adding  it  to  the  operating  man-hours. 

We  name  this  hind  of  capital,  thus  calculated  in  man-hours, 
Technological  Capital,  in  order  to  distinguish  it  from  Business  Capi- 
tal, measured  in  dollars.  Business  capital  is  sometiines  considered 
to  be  the  market  value  of  plant  or  farm  and  equipment,  but  this 
changes  with  the  changes  in  prices,  profits  and  wages.  Or  business 
capital  is  sometimes  the  amount  of  investment,  but  this  changes  with  th( 
market  values  of  stocks,  bonds,  and  land  values,  depending  on  expected 
profits  and  rents.  Business  capital  earns  interest  and  profits  which 
are  the  expected  net  money  income  from  operation.  But  technological 
capital  does  not  earn  anything  - it  is  output , not  income.  The  amount 
of  business  capital  depends  upon  i^iture  prices  and  quantities  of  out- 
put and  this  means  the  expected  scarcities  of  different  outputs,  meas- 
ured in  dollars.  But  the  amount  of  technological  capital  depends  upon 
the  past  and  present  quantity  and  efficiency  of  all  labor,  embodied 
and  operating,  measured  in  man-hours. 

Hence  we  have  two  different  kinds  of  ’^overhead,-’  the  business 
overhead  of  interest  and  custoimary  profits  for  risk,  known  as  ”fixcd 
charges;”  and  the  toohnoiogical  overhead  of  embodied  man-hours,  known 
as  "depreciation, ” Each  kind  of  overhead  is  becoming  enormously 
important,  in  proportion  as  the  labor-power  of  the  nation  is  trans- 
ferred in  al.l  industries  from  direct  labor  to  indirect  labor,  that  is, 
from  operating  labor  to  embodied  labor;, 
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In  -whiaii  - 


Ihe  tvvo,  again,  are  under  the  same  ■business  ccntro]., 
iirection  docs  pu’blio  policy  suggest  that  business  men  should  be 
induced,  in  self-interest,  to  guide  their  establishments?  Is  it 
tov/ards  enlarging  business  capital p or  tovvards  enlarging  technologi- 
cal capital?  This  means,  Is  it  towards  enlarging  fixed  charges  of 
interest  and  profit  or  towards  enlarging  fixed  charges  of  depi^cciation? 
In  which  direction  would  stabilization  of  the  value  of  gold  guide  the 
energies  of  business? 

There  is  still  another  hind  of  overhead  labor  that  is  increasing 
in  importance.  It  is  the  ^hvhite  collar”  ove.rhead.  This  may  bo  named 
Operating  Overhead,  instead  of  Embodied  Overhead  labor.  All  scien- 
tists, engineers,  managers,  clerics,  aecountants,  designers,  superin- 
tendents, foremen,  required  to  carry  on  and  enlarge  the  efficicnoy  of 
industry,  are  a part  of  the  man-power,  which,  tahen  together  is  named 
simply  Management.,  The  increasing  importance  of  management  means  an 
increasing  transfer  of  labor  from  manual  to  olcrieal  and  managerial 
labor. 

These  undoubtedly  increase  the  efficiency  of  labor,  but  if  they 
are  left  out  of  calculation^  as  is  \isually  done  when  spcalcing  of  the 
inci casing  efficiency  of  labor,  two  mistakes  are  made<,  It  is  not  mere 
manual  labor  tha.t  increases  its  own  efficienoyo  It  is  mental,  mana- 
gerial and  manual  labor  tog^^thcr  that  increases  efficiency.  And  they 
must  bo  counted  together,  otherwise  the  calculation  of  increased  ef- 
ficiency is  exaggerated^  The  -‘average man-hour  which  measures  the 
increase  of  officicneur  is  an  average  of  all  the  manual,  mental  and  man- 
agerial labor  whether  it  ho  operating  labor,  operating  overhead  labor, 
or  embodied  overhead  laboro 

And,  in  computing  the  •.u-/GragG,  every  individual  counts  as  one, 
whether  it  bo  the  general  manager  or  the  errand-boy,  whether  it  bo 
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ff.an,  woman  or  ohiid.  The  fact  is.^  v;e  cannot  tell  nhether  the  manager 
is  more  efficient  than  the  errand  hoy*  Vie  know  that  he  gets  more 
v/ages,  out  tha.t  is  because  managers  are  scarcer,  not  because  they  are 
more  efficient.  If  they  were  as  abundant  as  errand  boys  their  wages 
would  probably  be  no  higher.  All  that  we  know  respecting  their  com- 
parative efficiency  is  that  each  is  necessary  to  the  efficient  working 
of  the  concern  as  a whole®  Hence  no  error  is  made,  that  can  be  cor- 
rected, when  we  co-ont  each  individual  as  one --whether  manager  or 
errand  boy,  man,  woman  or  child  - in  calculating  the  average  nuimber 
of  man-hours  required  to  produce  the  given  output. 

With  these  explanations  we  return  to  oijt’  clothing  factory  which 
increased  its  efficiency  66  2/3  per  cent  v;hen  calculated  only  in 
direct  operating  marmal  iaborc  But  calculated  in  both  operating  labor 
and  management  and  in  the  embodied  labor  of  depreciation  and  obso- 
lescence, I have  ostimated  the  increase  in  efficiency  in  that  estab- 
lishment at  33  ; /3  per  cent  instead  of  66  2/3  per  cent.  In  other 
words,  the  nurfoer  of  man-hours  required  to  make  a suit  of  clothes  was 
reduced  in  the  proportion  of  ton  to  seven  and  one-half  instead  of  ten 
to  six.  Thus  an  increase  of  33  1/3  per  cent  in  the  output  per  hour 
of  average  labor  of  all  kinds  was  a decrease  of  25  per  cent  in  the 
number  of  hoiars  per  suit  of  clothes®  By  citiior  calculation  the  ef- 
ilciency  increased  33  l/5  per  cent  instead  of  66  2/3  per  cent. 

In  these  calculations  an  improvement  in  quality  of  output  is  con- 
sidered equivalent  to  an  cnlaraGment  of  quantity  of  output.  For  the 
quality  also  can  be  calculated  in  man-ncma’Se  If  tiie  quality  improves 
without  an  increase  in  nan-ho‘irs,  thei'.  the  efficiency  is  increased  the. 
much.  If  it  required  a cor?.*csponding  fncD'case  in  man-hours  to  im- 
prove the  quality,  then  offi 3iency  was  not  increa-sed.  A "standard” 
suit  is  one  in  which  quality  is  not  changed,  and  all  other  garments 
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aid  ail  improvomcnts  in  quality  have  toon  roduccd  "by  the  accountant  of 
t.^at  cstatlishnent  to  an  equivalent  in  man“hours  with  the  standard 
suit,  Txhus,  by  reducing  quality  to  quantity,  it  is  calculated  that  the 
efficiency  of  the  establishment  as  a whole  increased  33  1/3  per  cent; 
or,  inversely,  the  nan-hours  per  standard  unit  of  output  were  reduced 
2d  per  centc 

Two  things  happened  in  the  establishment  when  efficiency  was 
increased  33  1/3  per  cent.  The  price  of  the  suit  was  reduced,  but 
Jiot  enough  to  depl-ive  the  producers  of  their  gain  in  efficiency.  The 
physical  speed  of  the  workers  was  not  increased,  because  they  had 
already  been  speeded  up  by  piece-work,  and  therefore  the  increased 
efficiency  came  solely  from  more  and  better  machinery  and  more  and 
bettor  management;,  But  the  second  thing  that  happened  was  that  the 
hours  of  labor  were  considerably  roduccd,  the  wages  and  salaries  per 
hour  Y^orc  greatly  incroasod.  and  the  profits  of  the  establishment  were 
decidedly  incroasedc  Had  the  prices  of  clothing  boon  reduced  25  per 
cent  when  the  efficiency  increased  33  1/3  per  cent  then  the  buyers  of 
clothing  would  have  obtained  all  of  the  gain  from  increased  efficiency, 
and  the  producers  would  not  have  gained  the  shorter  hours,  higher  wages 
higher  profits,  and  increased  interest  on  inc3?casGd  investment,  vhiich 
came  from  their  higher  efficiency. 

From  the  ethical  standpoint,  which  would  have  been  better?  The 
ansvvcr  turns  on  the  other  question  previoo.sly  asked,  V/herc  should  the 
inducement  to  busi.ness  bo  placed,  in  view  of  the  fact  that  both  the 
producer-sellers  and  the  consumer- -buyers  are  acting  upon  the  purely 
selfish  motive  of  getting  as  much  as  pessible  for  themselves  without 
any  sense  of  duty  or  obligation  tcward'^>  others,  and  therefore  they 
would  prefer  the  easier  way  o!  taking  ii.  oub  of  other  people  by  means 
of  charging  higher  prices  or  paying  lower  prices  a.nd  wages,  instead 
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0.1  the  harder  v;ay  of  talcing  it  out  of  therisalves  hy  increasing  their. 

0311  efficienc^r? 

Those  v/ho  might  ansv^er  this  question,  in  the  above  actual  case, 
by  saying  that  the  price  of  the  suit  of  clothes  should  have  fallen  E5 
per  cent,  would  be  taking  the  buyer-consumer  standpoint  that  buyers 
should  selfishly  take  away  from  producers  the  gains  of  efficiency. 

Those  who  jright  answer  that  the  price  should  not  be  reduced,  would  be 
taking  the  selfish  producer-seller  standpoint.  Neither  side  deserves 
a.ny  ethical  consideration  of  ^justice,  or  righteousness,  or  pity,  for 
each  is  seeking  his  own  self-interest  regardless  of  others.  The  con- 
sumers would  take  all  they  could  out  of  the  producers  by  lower  prices. 
The  producers  v/ould  take  it  out  of  the  consufiiers  by  higher  prices,  or 
out  of  the  sellers  of  raw  material  and  labor  by  lower  prices  and  wages, 
if  they  ccuid.  The  producers  vjould  not  increase  their  efficiency  if 
they  did  not  have  to,  and  they  would  not  have  to  if  they  could  go  the 
easier  way  of  taking  it  out  of  consumers  by  higher  prices,  or  out  of  th 
preceding  producers  of  their  raw  material  by  lower  prices,  or  out  of 
their  own  laborers  by  lower  v/ages. 

Seeing,  tnen,  that  neither  side  deserves  any  considerat ion  of 
justice  or  ethics,  or  righteousness,  or  pity,  because  each  comes  into 
our  court  of  political  economy  w'ith  the  same  dirty  hands  of  selfish- 
ness, the  ethical  question  must  be  shifted  elsewhereo  l/iiich  is  better 
for  the  nation  as  a whole?  This  is  the  et.hico:.!  question.  *'feich 
is  it  that  the  nation  as  a whole  wants  , or  should  want?  Should  it  want 
consumers  to  get  all  the  benefits  of  progress  in  efficiency?  Or 
should  it  want  the  producers  to  got  all  the  benefit? 

Stated  in  that  way,  man./  will  be  .nelired  to  answer,  they  should 
divide  the  benefit.  But  thg.cc  are  certa.n  quesbionso  \7hosG  effieieno  ■ 
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L)e  divided?  Eow  aiiaii  it  de  divil(3d?  V/hen  shall  it  be  divided? 
much,  of  it  shall  be  divided? 

We  do  not  need  to  guess,  nor  specbilate  upon  the  answers,  nor 
let  our  theory  of  the  law  of  supply  and  demand  give  us  the  answer.  Vfe 
have  experience  to  go  upono  fhe  patent  laws  are  an  artificial  inter- 
ference by  government  with  the  natural  operation  of  the  law  of  supply 
and  demand.  They  enable  the  inventor  and  the  m.anufac turer,  who 
operates  the  invention,  to  leeep  up  the  price  of  the  output,  by  pro- 
hibiting anybody  else  from  increasing  the  supply  by  means  of  the  in- 
creased efficiency  to  be  obtained  through  use  of  the  invention.  The 
purpose,  as  agreed  upon  by  the  -rLation  represented  in  Congress,  is 
evidently  to  give  to  the  inventor  and  manufacturer  all  of  the  gain 
that  they  can  get  from  their  particular  patented  increase  in  efficiency 
Their  efficiency,  as  producers,  is  not  divided  at  all  with  the  buyer- 
consumers.  They  got  it  ail  for  themselves. 

But  there  are  certain  economic  limits  imposed  by  the  law  of 
supply  and  demand.  They  cannot  raise  prices  above  the  level  charged 
b3r  less  efficient  competitors  who  sell  the  similar  product  but  do  not 
have  the  same  patented  instrument  of  cfficicncyo  Thus  the  law  of 
supply  and  demand  continues  to  operate . It  prevents  their  gain  from 
coming  as  sellers  by  raising  prices  above  those  of  less  efficient  com- 
petitors. They  must  get  their  gain  solely  as  efficient  producers. 

The  lav/  of  supply  and  demand  taicos  care  of  thatc> 

But  they  can  reduce  their  prices  if  tho^r  want  to,  and  if  their 
efficiency  enables  thoin  to,  and  thus  can  drive  out  their  less  off  icier.. . 
competitors.  They  thus  determine  for  "nomseJ.vcs  hov;  much  of  their  in- 
creased efficiency  shall  be  shared,  by  ...ower  prices,  with  the  buyers 
as  Gonsumiers.  Tlie^'  evidently  use  the  lev;  of  supply  and  demand  also 
for  this  pirrposG,  by  incroas.tng  the  supply  if  they  want  to  do  so. 
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But  the  patent  expires  By  law,  after  a certain  n’ojnber  of  years.  - 
I'neii  anybody  can  use  the  patented  device  to  increase  his  efficiency, 
and  the  law  of  supply  and  demand  again  operates  to  bring  dovm  prices 
and  thus  to  turn  over  to  the  buyer -consumers  ail  of  the  gains  from 
the  increased  efficiency^ 

There  are,  of  course,  imperfections  and  abuses  in  the  patent 
iav;s,  but  the  above  is  their  theory  and  also  the  way  they  mostly  work 
iji  practice*  At  first  they  give  all  the  gains  in  efficiency  to  the 
producer*  Then  eventually  they  give  all  the  gains  to  the  buyers.  The 
patent  lav/s  do  this  by  controlling  the  law  of  supply  and  demand  in  four 
ways.  First,  by  enabling  the  producer  to  restrict  the  supply  of  the 
efficiency  device.  Second,  by  preventing  the  producer  from  raising 
prices  above  the  level  of  his  competitors  who  do  not  have  the  efficien- 
cy device.  Third,  ty  permitting  the  producer  to  drive  out  his  competi- 
tors by  increasing  his  output  and  reducing  his  prices  and  thus  sjnaring 
his  increased  efficiency  with  buyers  as  much  or  little  as  he  wishes, 
Fo*urth,  l)y  depriving  the  producer,  when  the  patent  expires,  of  his 
previous  control  over  the  law  of  supply  and  demand,  and  thus  trans- 
ferring to  buyer-consumers  ail  the  gains  of  the  increased  efficiency. 

Thus  it  comes  about,  in  the  case  of  patents,  that  the  first 
thought  that  nat^urally  occurs  to  everybody  that  the  lav/  of  supply  and 
demand  should  be  expected  to  bring  a fall  of  prices  with  increasing 
efficiency,  is  true  only  if  wc  add  the  public  purpose  of  giving  the 
gains  of  efficicnc^^  solely  to  producers  at  first  and  then  gradually  to 
consumers,  and  if  v;c  add  also  the  power  of  the  government  to  author- 
ize the  patentee  to  control  the  lav;  of  fjpply  and  demand  for  a limited 
period  of  time. 

It  is  evident  also,  fr^m  ooeperienee,  that  his  own  government 
along  does  not  have  the  power  to  authoriz'j  the  patentee  thus  to  con- 
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the  law  of  supply  and  demand,,  as  seen  from  the  fact  that  practi- 
oiiily  all  governments  have  united  hy  treaties  or  otherwise  to  give  the 
same  patent  in  all  countries  to  the  same  inventor  or  manuf acturer«  The 
Law  of  supply  and  demand  is  woi'*ld-wide , under  modern  systems  of  trans- 
portation and  electricity,  and  there  must  "be  a world-wide  control  of 
supply  and  demand  if  producers  are  to  receive  the  gains  of  their  in- 
creased efficiency. 

There  are,  however,  many  hinds  of  improvements  in  efficiency 
which  cannot  he  patented.  Better  lay-out  of  a factory,  letter  organi- 
zation of  the  lahor-force,  letter  purchase  of  materials,  letter  induce- 
ments to  employees,  larger  equipment  of  machinery  - these  cannot  le 
patented.  Here  it  is  evident  that  not  oven  the  seventeen  years  of  a 
patent  are  availalle  for  producers  to  realize  the  gains  from  their 
increased  efficiency.  The  gain  must  le  gotten  otherwise,  without  the 
help  of  patent  laws,  and  must  le  gotten  from  day  to  day  as  we  go  along, 
and  quickly,  if  possillo,  lefore  competitors  copy  the  improvements. 

But,  even  here,  there  are  other  ways,  also  enforced  ly  law,  ly 
wiiich  these  da5^-to-day  efficiency  gaixns  may  Ic  protected  and  stretched 
out  in  time.  The  law  protects  trade-secrets.  If  an  employee  reveals 
a secret  process  to  a competitor  the  law  will  afford  damages  against 
the  competitor  to  the  full  e^ctent  of  all  the  profit  which  he  made  ly 
stealing  the  secret  - so  careful  is  the  laxv  of  the  land  to  make  certain 
tnot  the  lav;  of  supply  and  demand  shall  not  operate  to  prevent  an 
inventor  of  a process  from  having  the  full  lonefit  to  his  inci’easo 
in  efficiency. 

There  is  still  another  protection  of  efficionc^^  - the  protection, 
given  to  the  "good-wiil^^  and  trade-marks  of  a lusincss.  If  a manu- 
facturer has  rccuircd  a reputation  for  giving  good  quality  and  good 
service  the  law  prohioits  conpetivors  nrem  ‘^stealing”  iiis  good  ropu- 
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G-itioTi  by  using  anything  that  Icolcs  like  the  name  or  sign  of  his  repu- 
: ..tiohe,  This  is  really  a protection  also  to  efficiency  because  an 
linprovenient  in  quality  is  as  much  an  increase  in  efficiency  as  is  an 
increase  in  quantity". 

In  these  wa^rs  the  public  purpose  of  the  nation,  through  legis- 
lat'ures  and  coiirts^  shov/s  itself  in  using  all  possible  restraints  and 
restrictions  upon  the  free  operation,  under  purely  selfish  motives, 
of  the  lax>v  of  supply  and  demand,  in  order  to  protect  efficiency  15^ 
protecting  the  producer  from  being  compelled  to  turn  over  to  buyers, 
by  v/ay  of  lovjer  prices,  the  gains  which  he  creates  by  his  ovm  effi- 
ciency. 

ITow  the  proposition  that  there  ought  to  be  a world-wide  stabili- 
zation of  the  exchange -value  of  gold,  that  is,  of  the  average  movem.ent 
of  prices,  and  that  the  governments  of  the  world  ought  to  authorize  the 
Central  Banks  of  the  world  to  stabilize  the  value  of  gold,  is  in 
effect  the  same  ethi‘:fal  the  same  ethical  proposition  and  public  purpose 
as  that  which  underlies  the  patent  laws  and  the  protection  of  trade- 
secrets,  trade-marks,  good  will  and  business  reputationo  But  it  goes 
further  and  protects  those  who  do  not  have  these  legal  protections  to 
tiieir  efficicneye  One  purpose,  at  least,  of  gold-value  stabilization 
is  that  the  gains  from  increasing  efficiency,  in  all  industries,  shall 
go  as  much  as  possible,  in  the  first  instance,  to  producers  and  not  to 
sellers,  buyers  or  consumers;  that  the  producers  shall  make  their 
gains  as  efficient  producers  and  not  as  mere  sellers  by  higher  prices 
received  from  buyers;  and  that,  as  either  ultimate  or  intermediate 
consumers,  they  shall  make  their  gains,  not  by  lower  prices  paid  as 
buyers,  but  in  their  other  f'U'.cticn  as  efficient  prodo.cers.  The  v;ork.> 
out  of  the  proposition  is  not  as  simple  as  the  patent  and  similar  lawv-: 
and  court  decisions,  and  is  not  nearly  os  simple  as  the  supposed 
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i 1.  lustra  t ions  which,  we  have  above  construe  tel  in  order  to  simplify  the 
Gieory.  We  have  to  consider  some  of  these  additional  complexities. 

3o  Averages  and  Relatives 

In  the  first  place  we  have  to  distinguish  between  our  illustra- 
tions of  an  equal  rise  or  fall  of  all  prices  and  an  average  rise  or 
fall.  This  word  "average"  is  usually  misleading,  because  it  is  not 
distinguished  frora  "eqaul."  In  our  above  illustrations  we  made  the 
forced  assumption  that  all  prices  changed  equally  by  the  same  percent- 
age. All  of  them  fell  equally  ten  per  cent,  or  all  of  them  rose 
equally  ten  per  cent,  or  all  of  them  were  equally  stable.  There  was 
no  need  here  of  using  the  w^ord  "average."  We  used  the  word  ^^equal." 

But  this  is  quite  contrary  to  facto  No  two  prices  move  equally 
at  any  time*  If  there  are  five  hundred  comimodities  then  there  are 
five  hundred  different  movements  of  prices.  Consequently  we  use  the 
words  "average  miovement  of  prices"  and  not  ’^equal  movement  of  prices." 

Our  illustrations  were  supposed  to  show  throe  equal  mnvements  of 
prices  for  all  commodities  - an  equal  movement  downwards,  an  equal 
movement  upwards,  and  an  equal  movement  on  the  level.  But,  see  the 
puszle  which  enters  when  we  summarize  what  actually  happens  by  spealcirg 
o.f  the  "average  movement  of  prices."  There  is,  of  course,  no  such 
thing  in  the  world  as  an  "average."  Bid  you  ever  see  an  "average  man?"' 
IIo,  an  "average"  is  only  a figment  of  the  imagination.  The  average 
size  of  families  in  the  United  States  is  said  to  be  5-|-  persons.  What 
kind  of  a family  would  it  be  that  had  hj-  persons?  Actual  families 
have  whole  person  and  no  half -persons . The  average  family  is  a fig- 
ment, but  it  is  useful  because  it  boi].£  down  j.nto  one  figure  millions 
of  different  figures  and  ci-xoles  us  to  iic.ke  comparisons.  Thus  an 
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i;erage  is  a kind  of  base  line  fror.  which  we  can  say  that  a certain 
j'’.tuai  family  is  larger  than  the  average , while  another  is  loss  than 
the  average. 

Hence  we  distinguish  hGtvyeen  ^'averages”  and  "relatives.”  The 
average  is  the  hasc  line  for  comparison,  ^he  relatives  are  the 
differences  be tween  the  actual  family  and  the  average  family.  If  the 
average  is  5 persons  then  a family  of  7 persons  is,  comparatively,  40 
per  cent  above  the  average  size,  and  a family  of  4 persons  is,  com- 
paratively, 20  per  cent  below  the  average. 

Much  the  same  is  true  of  the  "average  movement  of  prices."  It 
is  a figment  used  as  a base-line  for  comparison.  The  only  actual 
movement  of  prices  is  millions  of  individual  movements  of  individual 
prices.  Each  movement  of  an  actual  price  is  simply  an  actual  trans- 
action between  a seller  and  a buyer.  If  the  tw^o  agree  on  a price  of 
:,)1^25  per  bushel  of  v;hoat  where  previously  they  had  agreed  on  fl.OO 
per  bushel,  then  the  actual  price  has  moved  up  25  per  cent,  and  the 
actual  value  of  money  has  moved  dovm  20  per  cent,  because  it  takes  25 
per  cent  more  dollars  to  buy  Vvheat,  which  is  the  same  as  saying  that 
a dollar  will  buy  20  per  cent  less  wheat. 

I can  see  or  understand  this  movement  of  an  actijal  price  like  the 
price  of  wheat.  1 can  see  the  price  move  up,  or  move  down,  or  move  on 
the  level.  I can  see  the  value  of  my  money,  inversely,  move  down,  or 
up,  or  level.  That  is  bccao.sc  I am  buying  wheat  but  am  not  buying 
an  average  of  everything.  When,  then,  1 am  told  that  the  average  of 
500  prices  is  moving  down  10^  and  the  value  of  money  is  moving 
11^0,  I am  liable  at  first  to  thinl:  that  all  prices  arc  moving  down 
oqi.uilly  10  per  cent,  whereas  some  may  be  moving  down  20,  30  or  40 
acr  cent  and  others  are  moving  up  5,  10,  or  15  per  conu.  So,  when  I 
an  told  that  the  average  of  500  prices  Is  stabilized  I am  likely  to 
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" ip.ak;  that  somclDody  or  aomo  government  has  fixed  ail  the  prices 
.:v.;aliy  so  that  none  of  them  is  changing e But  ail  that  has  happened 
is  ehat  I have  OvVeraged  'billions  of  actual  ciiangcs  in  prices  and  find 
that  there  has  teen  no  change  in  the  averOvge  of  prices  and  therefore 
no  change  in  the  averOvge  value  of  money,  although,  comparatively, 
the  500  prices  have  moved  in  500  different  actual  directions,  and  the 
actual  value  of  money  in  each  of  the  actual  transactions  has  moved, 
inversely,  in  500  different  actual  directions  relative  to  each  other* 

4*  Index  hTuinbers 

The  "best  way  to  show  what  is  meant  "by  tlie  average  movement  of 
prices  is  to  take  the  method  of  showing  it  which  economists  have  deGn 
developing  during  the  past  fifty  years*  The  accompanying  Chart  I is 
constructed  according  to  this  method* 

All  the  movements  of  all  prices  must  have  the  same  starting  point 
in  time,  if  we  wiish  to  compare  their  movements.  In  this  case  we  use 
the  year  1913  as  our  starting  point. 

But  also,  if  wo  intend  to  make  comparisons,  all  the  movements 
in  prices  must  start  with  the  same  price*  V/c  have  more  than  a hundred 
different  OQ/araodities  w;ith  different  prices,  all  the  way  from  say 
9I0OO  per  Dushel  for  wheat,  to  |40  per  ton  for  steel.  In  order  that 
their  movements  may  bo  compared  all  of  these  prices,  for  the  year 
1913,  must  be  reduced  to  the  same  price^  Tne  only  v;ay  to  do  it  is  to 
call  each  price  arbitrarily  ICO  - not  a price  but  an  ”indcx  number” 
of  a price  - and  then  to  compare  the  actual  changes  in  price  for  subs-: 
que-nt  years  with  its  index  number,  100,  fer  the  base  year.  If  wheat 
was  -l^l.OO  per  bushel  in  1913,  that  price  is  given  the  index  of  100  for 
1913.  Then,  if  the  price  rose  to  5^2*  50  in  1920,  the  index  for  1920 
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I:  250^  siiowin^  . th-at . the  prioe^Jias  risen  150  per  oent»  So  with  stoel:, 
j.f  §20  per  ton  v;as  its  price  in  1913 j and.  the  price  rose  to  |)30  in 
1920^  the  price  for  1913  is  given  an  ”index^^  of  100^  on  which  account 
tns  price  for  1920  "becomes  the  index  150,  showing  that  steel  has  risen 
50  per  cent  above  the  price  for  1913. 

Likewise  with  all  other  prices.  Each  starts  at  100  for  1913, 
and  then  moves  by  percentages  above  or  below  that  base.  Then,  by 
averaging  these  percentages  the  average  percentage  of  price  change 
from  1913  is  ascertained  for  all  priceso  Tlie  inverse  of  this  average 
movement  of  prices  is  the  movement  of  the  average  value  of  gold. 

Thus  it  will  be  seen  that  for  the  years  1913,  1914,  and  1915, 
there  was  an  ideal  stabilization  of  the  average  movement  of  prices,  and 
inversely,  an  ideal  stabilization  of  the  average  value  of  gold.  The 
average  departed  from  the  base  by  less  than  2 or  3 per  cent.  If,  in 
one  year  or  month  it  moved  upv^ards  2 or  3 per  cent,  it  afterv;ards  moved 
downwards,  but  oscillated  about  the  base  line,  tending  to  come  back  if 
it  departed  in  either  direction. 

This  stabilization  of  the  years  1913  to  1915  v^as  much  better 
than  the  most  ideal  stabilization  that  could  be  hoped  for,  it  being 
generally  agreed  that  5 per  cent  ^^tolerance”  above  or  below  the  line 
of  absolute  stability  must  be  allowed,  so  that  if  the  average  movfemicnt 
of  prices  had  been  "reasonably^*  stable  from  1913  to  1928,  it  would  have 
oscillated  betv/een  95  and  105,  as  the  outside  limits  of  tolerance. 

This  limit  of  tolerance  must  be  allo'ved  on  account  of  the  im- 
perfection of  the  index  nuiiibers  themselves  by  which  changes  in  di- 
rection of  the  movements  are  measured.  All  index  numbers  are  only 
estimates,  supposed  to  be  ropresontativo  of  billions  of  price  agree- 
ments, and  can  never  be  as  exact  a representative  as  a series  of  quo- 
T.ations  of  a single  commodity  would  be.  They  arc  a picture  of  what 
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:...i.r)pens  on  the  average , not  a demonstration  in  matlieraaties.  For  this 
roason  alone  an  uncertain  amount  of  tolerance  must  -oe  allowed^ 

Tiae  Cxhart  shows,  "by  computation  what  was  the  corresponding  chang 
in  the  average  value  of  gold  for  each  monthly  change  in  the  average 
of  ail  prices.  V/hen  the  average  of  prices  went  to  103  in  the  middle 
of  1914,  the  average  value  of  gold  fell  to  97,  which  is  fuerely  saying 
that  gold,  on  the  average j would  pixrchase  3 per  cent  less  commodities. > 
Or,  vjhen  the  average  price-moirement  v/ent  to  247  in  June,  1920,  the 
avaj?age  value  of  gold  fell  to  41,  meaning  thereby  that  gold  would  pur- 
chase only  41  per  cent  of  the  average  quantity  of  commodities  tinat 
it  w'ouid  have  purchased  in  the  beginning  of  1913o 

Thus,  while  the  ^^av^erage”  is  a figment  constructed  by  the  stati.s 
tician  and  mathematician,  and  exists  nowhere  except  in  the  head  or  on 
paper,  it  shows  a social  reality,  which  we  are  now  exarrdning  with 
reference  to  tiic  problem  of  whether  people  get  rich,  on  the  average, 
as  producers,  or  as  sellers,  or  as  buyers,  or  as  ultimate  consumers » 
For  this  reason,  something  more  must  be  said  about  this  index 
number.  Index  numbers  are  alv^/ays  constructed  by  economists  or  statis- 
ticians for  some  particular  purpose  which  tho:^  have  in  mind.  There 
arc  thousands  of  commodities,  or  uses  of  commodities,  all  the  way 
from  stochs  and  bonds  to  house  rents,  labor,  coffee  and  clothing,  and 
from  wholcsaic  prices  to  retail  priccSc  Some  Icind  of  selection  must 
be  made,  and  this  selGction  is  alv^ays  made  with  reference  to  the  cco*- 
nomic  purpose  whicu  the  statistician  wishes  to  obtain  by  his  solcctica 
of  the  commodities  and  prices^ 
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Chart  II  i3  here  introduced  to  shov\^  coxaparatively  the  difieron'c 
.■■■^3ults  obtained  as  to  the  average  movement  of  prices  according  to 
fovx  different  purpcsesj  v/hich  we  name  the  Producer -s  Purpose,  the 
Consumer's  Purpose,  the  All-business  purpose,  and  the  Ail-commodity 
pcupose.-, 

The  all-business  purpose  appears  in  the  curve,  ’^average  movement 
of  all-business  prices,”  representing,  as  nearly  as  possible,  all 
business  transactions  of  selling-buying  stochs,  bonds,  land,  labor, 
commodities,  at  wholesale  and  retail,  b,y  means  of  the  corresponding 
checlcing  accounts  and  pocked  money  furnished  by  baiiljs  to  their  cus- 
tomers. This  estimate  is  made  by  the  eminent  statistician,  Carl 
Snyder,  of  the  FedcTrai  Reserve  Bank  of  hew  York, 

Another  curve,  the  ali-commodity  curve,  is  that  of  the  Bureau  of 
Statistics  of  the  United  States  Department  of  Labor,  with  the  purpose 
of  compiling  as  eortensive  a list  as  possible  of  all  commodities  sold 
at  wholesale,  now  reaching  the  number,  550.  This  curve  is  undoubtedly 
as  highly  representative  as  possible  of  the  all-commodity  movement 
of  prices,  ^ust  as  the  preceding  one  has  reached  the  closest  represen- 
tation yet  obtained  of  the  prices  actually  paid  in  aii  businv^ss  trans- 
ac.  tionso 

A third  purpose,  the  c ons uxiie r ^ s purpose,  is  represented  in 
”a\cragc  movement  of  consuraers^  prices,”  compiled  by  Y'K  I.  King  from 
the  figures  of  the  Department  of  Labor,  and  shows  comparatively  tiic 
changing  quantities  of  goods,  at  retail  prices,  which  can  bo  bought, 
on  the  average,  b,;.-  the  dollar  of  tiiat  class  of  ultimate  consumers  whos:. 
incomes  are  less  than  :[p5,000  per  year^- 

Another  curve,  including  about  257  wholesale  prices  is  compiled 
for  the  purpose  of  including  representation  of  all  producers  whose 
^.roducts,  at  the  average  of  vheir  prices,  represent  the  amourit  of 
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: v-iey  obtainad  by  sellers  and  a'vailable  fcr  dislribrtion  to  the 
.oduGers  as  profits  and  v/agss® 

Of  course,  it  is  evident  that  if  we  computed  the  average  value 
of  gold,  as  we  did  in  Chart  I,  for  these  four  different  purposes,  we 
should  have  four  different  movements  of  the  average  value  of  gold, 
each  moving  inversely  to  the  four  different  movements  of  the  several 
price-averages^  This  indicates  that  the  average  value  of  gold  is  not 
any  hit  or  miss  accidental  compilation,  but  is  a different  average 
vaJ.ue  according  to  our  different  purposes,  having  its  own  different 
average -pure has ing  power  according  to  whether  it  be  the  producer's 
value  of  gold,  the  all-business  value  of  gold«  the  all-commodity  value 
of  gold  or  the  ultimate  consumer's  value  of  gold®  Many  other  purposes 
might  be  considered  which  would  give  widely  different  movements  of 
the  average  value  of  gold,  but  these  four  purposes  are  adequate  for 
the  comparisons  we  now  wish  to  make® 

In  order  to  lay  the  foundations  for  these  comparisons  we  must 
consider  tm  technical  problems  in  the  computation  of  index  numbers, 
namely  the  ’^seleotion^^  and  the  ’hveighting^*  of  price  quotations^  Each 
is  guided  by  the  purpose  in  view®  Ihese  technical  difficulties  v;iil 
reveal  the  necessary  imperfection  of  index  numbers  already  referred 

u 0 ,1 

In  the  cofaputation  of  the  producers'  index  number  the  effort  is 
made  to  get  as  near  as  possible  to  the  changes  in  prices  received  by 
employers  for  the  ^o.i.nt  product  of  themselvos  and  their  employees. 

For  this  reason  E57  representative  comiaodities  at  wholesale  prices 
are  selected  froim  the  550  of  the  lopaj-G/nont  of  Labor,  Then  the  price 
of  each  commodity  or  group  of  commodities  is  given  a "weight”  propor- 
tionate to  the  number  of  the  working  population  - manual,  mental  and 
managerial  - engaged  in  the  production  of  that  commodityc  For  c-xamp]  r 
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num'ber  of  v-orkors  engaged  in  agriciiLioj?G  s 42  per  oent  (verify  anc 
: ovisc) . 


5«  Different  Meanings  of  Value 

For  the  foregoing  reasons  \ve  shall  take  as  our  standard  of  com- 
parison the  average  movement  of  prices  for  Producer's  purposes  and 
saall  consider  the  puzzling  problem  in  actual  practice,  namely,  Hou 
ma.j  the  gains  in  efficiency  tin’oughout  all  industry  and  agriculture 
go  to  producers,  and-  not  to  sellers,  buyers,  or  consumers,  if  that  is 
thought  to  be  best  all  roundo 

There  arc,  of  course,  many  changes  in  prices  caused  other- 
wise than  by  cii8.ngcs  in  efficiency,  but  let  us  set  them  aside,  for 
the  present,  v/hile  we  oarr5^  our  idea  of  averages,,  Suppose,  in 
viev;  of  our  discussion  of  index  numbers,  we  change  ou_r  imaginary  il- 
lustrations from  equalities  to  averages,  and  that  there  occurs  an 
average  increase  of  ten  per  cent  in  efficiency  in  all  manuh'ac turi ng  and 
mining  industries,  but  no  increase  of  efficiency  in  agriculture.  And 
suppose  just  half  of  the  man-hours  of  the  country  are  employed  in 
these  industries  and  the  other  half  in  agricultur’Oa  Suppose,  further, 
th:it  all  industrial  prices  fall  ten  per  cent  on  the  average,  ov/ing  to 
an  average  increase  in  efficiency,  and  that  all  agricultural  prices 
remain  stable,  on  the  average,  beoause  there  is  no  average  increase 
in  efficioncyc  Evidently,  the  average  of  a.ll  prioes  - thus  "weighted^- 
one-half  to  agrieultujcc  and  oru-half  to  industry  - has  fallen  five  per 
cent*  But,  on  the  other  hand,  all  of  the  ten  per  cciit  average  gain 
in  industrial  effioioncy  has  gone  ovoi:  to  the  agricultural  popula^tion 
as  buyers  and  none  of  the  efficiency-g':  ins  have  remained  with  the  man- 
ufacturing population  as  tne  producers  who  had  increased  their  effici- 
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Si3.ppose  ne:!ct  v;e  aompare  this  aver?^£;e  fall  of  6 psr  cent  in  all 
;:lces  v;ith  a stable  average  of  all  prices » '.Then  we  say  that  the 
average  of  all  prices  Doth  agricultra?al  and  industrial,  has  remained 
stable,  v;hat  we  mean  is  that  the  average  value  of  gold  has  been  sta- 
bilizedv  Svidentl.y,  if  so,  then  the  average  of  agricultural  prices 
has  risen  5 per  cent  instead  of  remaining  constant,  and  the  average 
of  industrial  prices  has  fallen  only  5 per  cent  instead  of  falling 
10  per  cent.  But,  notice,  there  remains  the  same  relative  difference 
as  before  between  agricultural  prices  and  imnufac tuning  prices,  but 
on  a higher  level  of  the  average  of  all  prices.  'The  agricultural 
population,  on  the  average,  continues  to  obtain,  as  buyers,  ail  of 
the  average  gain  in  efficiency  brought  about,  on  the  average,  by  the 
manufacturing  population  as  sellers. 

Evidently,  if  tiic  average  value  of  gold  is  thus  stable,  and  if 
prices  fall  exactly  v^ith  the  average  increase  of  all  efficiency,  then 
the  prices  received  by  those  v/ho  have  not  increased  their  efficiency 
will  rise,  and  the  prices  received  by  those  who  have  increased  their 
efficiency  will  fail.  Only  in  this  \7ay  can  the  differentials  between 
the  two  sets  of  prices  remain  eq.ual,  after  stabilization,  to  the 
o.lffercnGG  brought  abou.t  by  the  changes  in  effioiency.  The  situation, 
in  this  respect,  offers  no  arg^'ornent  in  favor  of  stability  of  the  value 
of  gold.  It  is  not  any  better  nor  any  worse  than  it  would  be  with  a 
fall  in  the  average  of  all  prices  or  with  <a  rise  in  the  average  of  ail 
prices.  Stability  of  the  average  of  a.il  prices  would  aiv;ays  have  to 
taEe  into  account  a rJ  sc  in  the  prices  of  products  where  efficiency 
is  not  increased,  offsetting  fall  in  the  average  of  prices  of 
products  w/horo  efficiency  is  incrcasec". 

But,  neitlicr  is  this  an  argument  against  stability  of  the  aver- 
sgc  value  of  gold.  It  is  sjrply  wha.t  wc  have  already  considered  in 
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..  .u’  cinaiysis  of  the  oGonomios  of  pcitont  rightxi.-s  When  pri.eos  fall 
:tcr  the  cxpira.tion  of  the  patent,  the  'buycr-c onsnniors  get  presumably 
axi  the  efficiency  gains  \7hich,  during  the  life  of  the  pa  tent , vvent 
to  the  producers^  And  this  disposition  should  not,  and  could  not  be 
interfered  v;ith  by  a proposal  merely  to  stabilize  the  average  value  of 
goldo  The  same  differential  gain  from  efficiency  should  and  would 
remain  whether  the  average  is  rising,  or  falling,  or  stable <, 

It  may,  however,  seem  absurd  that  the  prices  of  the  inefficient 
should  rise  five  per  cent  in  order  to  Iceep  the  average  of  ail  prices 
stofole,  and  merely  in  order  to  offset  a fall  of  10  per  cent  in  the 
prices  of  the  efficient,  so  that  the  prices  of  the  efficient  should 
fall  only  5 per  cent  when  their  efficiency  has  increased  10  per  cent. 
But  it  is  no  more  absurd  than  that  the  prices  of  the  inefficient  should 
remain  stable  when  the  prices  of  the  efficient  fall  10  per  cent® 

Either  is  but  exactly  the  difference  to  be  expected,  whether  the 
average  of  all  prices  rises  or  falls  or  is  stable o It  is  the  differ- 
ence between  an  absolute  rise  or  fall  a.nd  a relative  rise  or  fail. 
Absolutely  a price  rises  when  compared  with  its  former  seif.  Rela- 
tiveiy  it  rises  when  oompared  with  the  rise  or  fall  of  other  price's. 

It  is  the  reiativo  rise  or  fail  of  prices  that  is  important.  Par- 
ticular prices  continue  to  change,  compared  w/lth  each  other,  on  account 
of  particular  causes  affecting  some  and  not  affecting  others,  although 
the  average  of  all  is  stable.  An  absolute  rise  of  5 per  cent  for  the 
inefficient  and  an  absolute  fall  of  5 per  cent  far  the  efficient 
leaves  them,  relatively  to  each  other,  the  same  as  when  there  is  no 
absolute  rise  for  the  inefficiont  but  is  an  absolute  fall  of  10  per 
cent  for  the  offieionto  The  ^ spread,  jr  *’diff ercntial , ” between  the 


tv^o  is  10  per  cent  in  both  cases 
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This  is  not  only  what  happons  - hat  it  is  also  what  is  desiraoie 
.en  changes  in  efficiency  have  had  time  to  v/ork  oiitc  There  should 
be  a gradual  spread  between  the  prices  of  the  efficient  and  the  prices 
of  the  ineff icientw  The  alternative  would  be  that  some  arrangement 
should  be  set  iiap  by  wliicli  the  gains  in  efficiency  could  never  be 
taken,  by  a lower  price,  from  those  who  introduced  the  efficiency,  or 
from  their  successors  foreverc  Such  an  arrangement  would  be,  for 
example,  a perpetual  patent-right*  The  law  makes  the  life  of  a patent 
seventeen  years*  Thas  is  deemed  long  enough  to  offer  sufficient  in- 
ducement to  both  the  inventor  and  the  manufacturer  to  encourage  them 
to  go  ahead  with  their  inventing  and  investing,  with  the  expectation 
that  their  prices  will  not  immediately  fall  on  account  of  their  great- 
er efficiency.  If  patents  lasted  too  long  - say  thirty,  forty,  or 
fifty  years,  or  perpetually,  then  the  gains  of  efficiency  would  be- 
come th^  gains  of  monopolx^.  The  efficiency  which  is  deemed  ^-o  entitle 
the  producer  to  gains  is  not  the  efficiency  of  cur  ancestors  - it  is 
car  own  efficiency  as  we  go  along  from  day  to  day  and  year  to  year, 
with  a sufficient  expectation,  however  - say  seventeen  years  in  the 
case  of  patents,  and  longer  or  shorter  in  txhe  case  of  trade  secrets, 
trade  marks,  good  will  and  business  reputation  - to  assure  us  that  it 
will  be  worth  while  for  an  inventor  or  manufacturer  to  make  the  in- 
vestment of  time,  energy  and  money  needed  to  realize  upon  the  im- 
prevementp  Hence  thei’c  should  be,  in  course  of  time,  a fall  in  prices 
of  the  more  efficient,  compared  with  the  less  efficient,  and  this 
happens  just  as  well  vmen  the  average  of  prices  is  stable  as  when  the 
average  falls  or  rises. 

What  is  it  that  corrcar:)nds  to  the  expectations  of  patent  rights 
trade-marks  and  trade  secrets  when  applied  to  the  proposition  to 
stabilize  the  average  of  gold? 
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In  the  first  place  it  is  the  difference  hetween  fi.i:ing  indi- 
iduai  prices  and  stahilizing  the  average  of  prioesc  To  fix  indi- 
vidual prices  would,  in  effects  he  similar  to  a perpetml  patent-right 
and  thus  change  the  gains  from  efficiency  to  the  gains  of  monopoly* 
But,  to  staoilize  the  average  means  that  particular  prices  v^ill  move 
up  and  do^'V'n  relative  to  each  other,  according  to  all  the  individual 
forces,  including  efficienc^rj  that  cause  different  ;orice»s  to  move  in 
different  directions. 

In  the  second  place,  improvements  in  non-patented  efficiency  do 
not  (Richly  ^read  to  competitors  - indeed,  competitors  may  not  have 
the  managerial  ability  or  txhe  capable  labor  force  that  enables  then 
to  catch  up. 

This  means,  in  the  third  pj.ace,  that  particular  prices  do  not 
fall  as  soon  as  one  or  two  producers  have  increased  their  efficiency, 
but  they  fall  gradually,  as  the  nemiber  of  efficient  producers  increase 
Meanwhile  the  more  efficient  are  getting  a profit  and  the  less  efficie 
arc-  barely  holding  on  and  graduall^^  going  out  of  business,  so  that 
their  customers  are  going  over  to  the  more  efficient  at  lower  prices. 
This  we  name  the  ^individual  spread”  of  efficiency  within  a particu- 
lar industry. 

It  ?;ill  bo  noted  at  once  that  it  was  misleading  when  wo  spoMo 
of  an  average  increase  in  officionc^/,  "^his  is  one  of  the  pitfalls  of 
vhe  word  avorage.  Sometimes  it  is  useful,  sometimes  misleading.  Pier 
it  is  misleading,  for  the  ^average”  wipes  out  the  differences  between 
individuals,  which  should  bo  preserved  and  not  wiped  out  by  averaging. 
It  is  only  individuals  a.nd  individual  establ j.shments  that  increase 
their  efficiency,  and  it  is  r>nly  because  some  individuals  are  more 
efficient  than  others,  all  of  them  selling  G.t  the  same  price  in  the 
same  market,  at  the  sa.me  tiau  , that  thcj'e  can  be  any  efficiency 
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for  tiio  noro  cffioicnt  indivl duals*  But  tiic  term  ^^cqual"^  is 
.so  uuuruc  in  tiiis  connection*  V/c  used  it  only  for  illustration* 

So  v;o  sa5'  tlio  ^spread  of  increasing  efficicneg  from  individual  to 
individual,  nrA  not  the  ‘’average  increase  of  off iGicnc5% nor  the 
’’equal  incroase  of  efficiency,’’ 

Fourth,  hot  only  docs  this  spread  of  iadivid'ial  efficiency 
within  a particula.r  industry  go  foiavard  more  or  less  slowly,  hut, 
also,  different  particular  indis tries,  each  as  a whole  industry,  in- 
crease their  efficiency  at  different  times  and  at  different  rates  of 
speed.  At  one  time  the  manufacture  of  clothing  hocomes  more  efficient 
at  an  entirely  different  time  the  production  of  wheat  hocomes  gradu- 
ally or  suddenly  more  efficient.  This  '.vo  name  the  ’’industrial  spread-’ 
of  efficiency  within  the  nation  as  a whole.  Wo  use  the  term  "indus- 
trial” for  brevity^ s salce  to  include  all  enterprises  whether  manu- 
facturing, mining,  agricultural,  mercantile,  or  hardcing.  Again,  it 
is  misleading,  in  this  connection,  to  speak  of  the  "average”  increase 
of  efficiency  within  the  United  States  as  a whole,  fhe  "average” 
is  good  enough  if  wc  wish  to  compare  tiie  whole  United  States  with  the 
w.^loie  of  Italy  or  German^'-,  hut  here  and  now  we  are  comparing  one 
Indus tiyr  vvitli  another  industry,  .not  one  nation  with  another  nation, 
in  order  to  hririg  oi.it,  not  the  average  for  the  nation,  hut  the 
diff crentiais  hctvveen  the  industries  within  the  nation.  So,  vvG  use 
the  term,  ’’industrial  spread  of  efficiency'-  from  one  industry  to  anothe 
at  different  times,  different  degrees  and  different  rates  of  speed. 

It  is  toviiards  these  differences  in  both  the  individual  spread  ol 
efficiency  within  an  industry,  and  the  i:idustriai  spread  of  Gificieric\ 
within  a nation  that  wo  must  for  t'mj  foundation  on  v/hich  to 

•arrive  at  any  understanding  o.f  how  the  gains  in  efficiency  may  he  made 
to  go,  in  the  first  instance,  to  produca^'S  and  not  to  sellers,  buyers 
or  consrmicrs,  by  means  of  stability  of  the  average  value  of  gold. 
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J_iey  Erast  "be  inade  tc  go  to  them  as  individuals^  or  rather  to  those 
:-oups  of  individuals  which  we  understand  to  be  a single  business 
enterprise  of  employers  and  employes,  whether  in  agriculture  or  in- 
dustry^  They  must  go  to  what  in  America  we  call  ^^going  concerns*’’' 

Fifth*  In  calculating  changes  in  the  average  value  of  gold  by 
means  of  the  average  of  prices,  no  one  industry  has  very  much  ’’weight” 
in  malcing  up  tl.e  average  of  all  prices*  In  oar  illustration  we  as- 
sumed that  one-half  the  population  was  engaged  in  agriculture  and  one- 
half  in  manufactures*  therefore  when  the  efficiency  of  manufactures 
increased  10  per  cent  and  manufac turing  prices  therefore  fell  10  per 
cent,  the  prices  of  agriculture  would  have  to  rise  6 per  cent  and  of 
manu-factures  to  fail  only  5 per  cent(instead  of  10),  in  order  to  keep 
the  average  of  all  from  falling*  Here  the  ’’v/eighting”  was  50  per  cent 
manufactures  and  50  per  cent  agriculture*  But  this  is  not  the  way 
it  acta.ally  happens*  The  efficiency  spreads  by  particular  industries, 
and  these  have  very  small  weight  compared  with  the  total  weight. 

The  production  of  wheat  is  carried  on  b^r  only  about  3 (?)  per  cent 
of  the  population.  Its  ”v/eight”  therefore  is  about  three  per  cent 
of  the  total  ?;eigxht,  and  the  weight  of  all  others  coEibired  is  97  per 
Cunt  of  the  total  weight.  If  then  the  efficiency  of  wheat  production 
is  increased  10  -ocr  cent  and  wheat  prices  fall  10  per  cent  the  average 
of  all  prices  falls  only  3/l0  of  1 per  cent.  Hence,  if  the  average 
of  all  prices  were  to  remain  ideally  stable,  then  the  other  97  per 
cent  woa.id  rise  only  3/10  of  1 per  cent,  and  wheat,  instead  of  failing 
10  per  cent  in  price  would  fall  9^7  per  cent.  A rise  of  3/10  of  1 per 
cent  in  the  prices  of  97  per  cent  of  all  commodities,  excluding  wheat. 
would  offset  a fall  of  10  per  cent  in  wheat,  which  is  only  3 per  cent 
of  all  commodities,,  and  the  average  of  all  would  thereby  remain  stable 
O'ur  illustration  greatly  exaggerated  th.  rise  of  prices  for  the  in- 
efficient where  the  average  of  all  prices  is  stable. 
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Moanvvhiie,  tirio  incroasod  od.LiGiGacy  ia  apreading  to  othor  in-- 
, -.striGS,  tut  stays  whore  it  is  in  whe-at*  If  the  average  of  all  prices 
falls  3/10  of  1 per  cent  on  account  of  increasing  wheat-off iciency^ 
then  it  will  fail  another  l/lO^  or  2/iO  or  3/l0  according  as  other 
industries  spread  their  efficiency,  and  there  will  be  a gradual  fall 
in  the  average  of  prices  owing  to  the  gradual  spread  of  efficiency  fron 
industry  to  industry®  But  if  the  average  of  prices  is  stable,  mean- 
ing that  the  producers’  average  value  of  gold  is  stable,  then,  at 
each  successive  increase  of  efficiency  in  particular  industries,  all 
of  the  prices  of  the  others  rise  slightly,  each  of  them  talcing  its 
turn  in  course  of  time® 

Sixth,  When  any  one  industry  has  increased  its  efficiency,  two 
results  ordinarily  occur:  the  price  per  unit  of  its  output  is  reduced, 
but  the  quantity  of  output  io  increased  to  a greater  or  less  extent, 
Ecre  v/G  have  another  meaning  of  value,  which,  in  general,  may  be  named 
Census  Value,  because  this  is  the  Icind  of  value  which  the  census 
reports  upon  as  the  annual  "value  of  product"  each  five  or  ten  yea^s, 
in  order  to  estimate  the  total  production  of  Vvcalth  d’oring  the  year. 

It  is  not  really  wealth  at  all.  It  is  prices  of  call  commodities  mul- 
tiplied by  the  quantities  of  all  commoditiesc  And  it  has  two  aspects, 
according  to  v/hother  it  is  Icokod  at  from  the  standpoint  of  all  sellers 
or  from  the  standpoint  of  all  buyers.  If  loolced  at  from  the  standpoint 
oi  Sellers  we  shall  name  it  Iota.1  Income  Value,  or  simply  Income 
Valuoe  If  looicod  at  from  the  standpoint  of  Burners  we  shall  name  it 
TotoA  Purchasing  Pund,  or  simply  P'orchasing  Fund,  It  is  the  same 
Census  Value  in  either  case^  Put,  from  one  ijoint  of  view  it  is  txhe 
total  money  income  which  producers  arc:  estimated  to  receive  for  their 
total  output  as  sellers  at  ti^e  prices  at:  which  they  soli.  Hence  it 
is  the  Producer-Seller  Inoom?r,  And,  from  the  other  point  of  view  it 
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:i3i|v?Jo-7uai  money  outgo  v/hicli  the  ssjre  producors  - novj  as  buyers  - 
, ay  for  all  of  the  CDmuiodities  which  they  buy  from  all  of  the  sellers^ 
Kow  it  is  the  Producer-Buyer  Purchasing  Fund, 

The  two  are  eQ.-aal  and  they  must  come  out  equal  if  the  statisti- 
cal computations  are  correct*  The  first  great  national  computation 
of  this  hind  was  made  by  the  National  Bureau  of  Economic  Research  in 

1921*  The  Bureau  made  two  independent  investigations  of  what  it  called 
1 

"the  national  income”  for  the  ^T-ears  1909  to  1919,  afterwards  extended 
to  1922,  and  v;as  gratified  to  find  that  they  came  out  nearly  equal, 
as  they  should.  One  estimate  was  called  the  "income  received,”  the 
other  the  "income  produced.”  But  the  term  "inccfne  produced”  is  contra 
dietory,  and  was  interpreted  to  mean  "income  estimated  by  sources  of 
production.”  But  even  this  is  not  adequate  for  our  present  purposes, 
though  adequate  for  the  Bureau^s  purpose.  For  income  is  not  produced  - 
it  is  acquired.  That  which  is  produced  is  ”output.”  The  producer  as 
such  acquires  no  income^  It  is  only  as  seller  of  his  output  that  he 
acquires  the  income. 

The  difficulty  is  with  the  unit  of  measurcmentc  The  dollar 
measures  income  but  the  man-hour  ^.easures  output.  The  Bureau  used 
only  dollars,  just  as  the  census  uses  only  dc liars,  lienee  the  diffi- 
culty in  separating  producer  from  seller,  and  the  source  of  both  the 
census  error  and  the  pop'ular  error  of  giving  the  name  ”weaith”  to 
money  income.  Only  ” output”  is  v/ealth,  the  work  of  producers;  and  in- 
come is  the  acquisition  of  money,  v;hich  is  the  business  of  soilors. 

The  difference,  in  principle,  is  great,  for  output  depends  on  effici- 
ency of  production  but  income  depends  cn  scarcity  of  output.  For  thi.v 
reason  we  separate  the  two  and,  instead  of  ^'income  produced,"  wo 

1 Income  in  the  United  States,  Volume 3 I,  II,  and  X (1921,  1922,  1927 
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■r  • y ”incomo  valuo,-’  sinco  it  is  tlio  exchange -»vaiuG , in  tlio  form  of 
oncy  acquired  by  sellers  for  their  total  output  at  the  several  scar- 
city  values  which  they  can  command  at  the  timce 

But  this  total  money  income  is  being  continuousl^r  expended  by 
the  same  producers  in  order  to  buy  other  commodities  for  their  own 
use,  either  as  producers  for  further  worlc  of  production,  or  as  ulti-- 
mate  consumers  for  ultimate  destructiono  It  is  the  same  income-value, 
no  more  and  no  less,  for  it  is  money-income  and  not  the  ’^psychic  in- 
come which  buys  nothing*  As  buye-ms  they  cannot  spend  more  money  than 
they  receive*  They  may  lend  it  to  others,  but  that  is  only  a trans- 
fer and  not  a creat j on  of  buying  power ^ And,  v/ith  our  banking  system, 
which  substitutes  barik:  deposits  for  gold,  tho.y  are  really  lending  it 
to  others  to  buy  camm.oditics  and  labor,  if  they  do  not  do  that  buying 
themiselvos*  For  these  reasons  v/o  name  it  the  Fund  of  Purchasing  Power 
and,  dui’ing  the  course  of  a year  this  Fund  of  Purchasing  Povjor  expended 
Dj  all  buyers  is  substantially  the  same  as  the  Income  Yalue  received 
by  all  sollors* 

But,  Yjhilo  this  fund  of  purchasing  power  is  the  sajiic  amount  as 
the  Income  Value  of  Sellers,  it  changes  in  two  directions  - changes 
in  the  quantity  of  output  and  changes  in  the  average  of  all  prices* 

The  two  changes  can  be  distinguished*  I’ or  Gxam.plc,  suppose  v/e  have  an 
industry  which,  during  the  years  1913  to  1927  vms  producing  regularly 
100,000  units  of  output  per  year*  Althoiigh  the  amount  of  output  is 
absolutely  stabilised  at  100,000  luiits  for  all  the  years,  yet  the 
census  value  changed  with  the  change  in  prices  per  unit*  If  its  prices 
moved  in  unison  with  the  average  movement  of  prices ^ beginning  at, 
sn\n  '^1  per  unit  in  1913,  then,  in  thav.  year,  its  census  value  was 
0100,000;  but  in  1920  its  census  value  was  §247,000;  in  1921  its  oonsn 
va.luG  had  fallen  to  fi|)138,000,  then  rose  to  fjj)16i,000  in  1925  a.nd  fell 
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to  ^145,000  in  i927o  (See  ehart)  llext^  af  adcled  to  tiais  change  in 
i'L‘lQes,  there  is  also  a set  of  changes  in  the  number  of  -Linits  pro- 
duced per  year,  it  will  be  seen  that  the  census  values  are  subject  to 
the  tv/o  changes  of  output  and  priceo 

These  census  values  then  appear  from  two  points  of  view*  They 
are  both  the  income -value  of  producer-sellers  and  the  f‘’und  of  purchas- 
ing power  in  their  same  hands  as  buyers*  Our  industry,  used  as  an 
illustration,  although  its  output  remained  at  10<^,000  units,  yet  its 
fund  of  punchasing  pow-er,  available  for  the  purchase  of  all  other 
comoaodities , rose  from  |)100,000  in  1913  to  |247,000  in  1920,  then 
fell  and  rose  and  fell  until  it  would  p-urchase  $145,000  worth  of  other 
commodities  in  1927o  If  ail  of  the  industries  of  the  United  States 
are  added  together,  as  was  done  by  the  national  Bureau  of  Economic 
Research,  then  the  census  value  of  the  total  output,  or  the  total 
fund  of  purchasing  power  of  the  United  States  was  about  33  billion 
dollars  in  1913,  and  rose  to  66  billion  dollars  in  1919,  an  increase 
of  100  per  cent.  But  the  national  output  of  commodities  and  services 
rose  from  33  billion  units  of  output  in  1913  to  only  37  billion  units 
of  output  in  1919,  an  increase  of  only  12  per  cent  in  output.  Ihe 
difference  between  the  100^  increase  in  purchasing  pov\^er  and  the  12 
per  cent  increase  in  output  arose  from  the  fact  xhat  prices  rose  on 
the  average  from  an  index  nojnber  of  100  in  1913  to  an  index  number  of 
in  1919,  a rise  of  77  per  cent^  So  that  the  total  fuiid  of  pur- 
chasing power  in  the  hands  of  buyers,  that  is  a the  total  income  value 
for  producer-sellers,  increased  from  two  sources,  an  increased  output 
of  12  per  cent  and  an  increased  average  price  of  77  per  cent,  making 
the  total  census  value,  incomo-value  o fvjrj.d  of  purchasing  power,  in- 
Crosse  100  per  cent.  It  is  this  changing  total  fund  of  purchasing 
po\¥er  that  detormines,  as  wo  shall  see,  tne  employment  or  unemployment 
of  labor  with  increasing  efficiency. 
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It  is  nocessar^j^  also  to  distinguish  this  meaning  of  census  value ^ 
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rocause  it  is  likely  to  carry  misleading  conclusionvS  x^egarding  ef- 
ficiency, If  the  price  of  wheat  falls  from  $2o00  to  §1,00  per  tushel, 
and  the  crop  of  wheat  doubles  from  one  billion  bushels  to  two  billion 
bushels,  then  the  ineom.e  value  of  "wheat  in  the  census  retxirns  shows 
no  change  wrhateverj  and  the  conclusion  might  bo  reached  that  the  whcax 
farmers  are  Just  as  prosperous  as  they  wore  at  the  higher  price.  Such 
conclusions  have  been  reached  in  certain  quarters,  But  tw'o  considera- 
tions must  be  observed.  If  the  wineat  industry  has  doubled  its  efiici- 
ency,  so  that  two  billion  bushels  arc  produced  with  the  same  number  of 
man-hours  as  the  form.cr  one  billion  bushels,  then  the  gains  from  in- 
creased efficiency  are  taken  away  from  the  farmers  and  turned  over  to 
the  urban  population.  On  the  other  hand,  if  there  has  been  no  in- 
crease in  efficiency,  but  there  has  been  the  accident  of  an  e^ctra-good 
season,  then  the  farmers  apparently  are  Just  as  prosperous  as  they  were 
because  the  census  value  of  their  output  is  Just  the  same#  Neverthe- 
Icss  the  good  luck  of  a good  season  is  not  a gain  for  the  farmer,  off- 
setting his  bad  luck  of  bad  seasons,  but  is  a gain  for  the  urban  popu- 
lation, offsetting  their  loss  in  bad  seasonso  Which  gains  or  loses 
tno  most  is  a study  in  the  movements  of  wholesale  vs#  retail  prices, 
which  wo  shall  later  consider# 

Thus  we  hove  tiireo  meanings  of  value  to  be  distinguished#  When 
wo  speak  of  the  Exchange  Value  of  a commodity  we  mean  an  average  of 
all  other  commedibies  which  a unit  of  that  commodity,  say  a bushel  of 
wheat,  will  exchange  for  directly,  as  though  money  prices  had  not 
intervened,  V/hen  wo  speak  of  the  Value  of  Gold,  or  cxchangc-val-ue  of 
gold,  which  is  the  debt-paying  medium.,  we  mean  an  average  of  the  pri c 
of  all  other  commodities,  disregarding  their  exchange-values  among 
themselves#  And  "when  we  speak  of  Census  Value  we  mean,  not  exchange- 
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/.ilue  of  gold,  nor  exchange -value  of  co.mincditics , 

;.lue  and  fund  of  purchasing  pov/er  of  either  a single  establishment^ 
d single  industry,  or  all  industries*  It  is  a changeable  fund  con- 
sisting of  two  dimensionsj  the  total  output  and  the  average  of  prices. 

Seventh,  But  there  is  a further  explanation  needed  of  what  we 
mean  by  the  Value  of  Gold.  This  meaning  may  be  described  as  that  whicl, 
many  people,  withoub  thinking  it  out,  £eel  the  value  of  gold  to  be. 

We  shall  distinguish  this  mere  feeling  as  the  Intrinsic  Value  of  Gold, 
against  the  meaning  here  intended  of  the  Exchange  Value  of  Gold.  The 
exchange  value  of  geld  varies  inversely  with  the  average  movement  of 
prices  and  can  be  measured  by  the  statistics  of  averages.  Tlx  ”in- 
trinsic  value”  is  ^ust  as  vague  as  any  other  feeling.  I t cannot  be 
measured,  it  differs  for  every  individual  and  it  cannot  be  used  in 
conversation  except  to  mislead.  Sometimes  intrinsic  value  seems  to 
mean,  Hov^  much  labor  v\/ould  it  take  to  produce  the  gold.  The  answer 
is  a million  guesses.  Sometimes  it  seems  to  mean,  How  much  satis- 
faction can  be  gotten  out  of  the  use  of  gold.  Sometimes  it  means,  How 
much  is  gold  V\/orth  for  filling  teeth  and  gilding  spoons^  Sometimes  it 
is  intended  to  mean,  How  much  value  does  society  as  a whole  give  to 
g:ld,  the  so-called  "social  value”  of  gold  or  money.  Back  of  all 
tl;cse  ambiguous  meanings  of  intrinsic  value  is  the  idea,  How  much  do 
I feel  that  gold  v;ould  be  really  v/orth  if  there  were  no  government 
or  Federal  Reserve  System. 

But  there  is  a government,  there  are  courts  v;ith  their  ideas  of 
legal  tender,  there  is  a Federal  Reserve  System,  there  are  wars,  there 
is  a volatile  credit  system^  and  hence  these  intrinsic  meanings  do 
not  interest  us  when  speaking  of  the  prices  of  commodities,  and  when 
inquiring  about  efficiency  and  how  the  present  system  distributes  the 
gains  of  efficiency.  Here  the  really  truly  thing  is  prices.  Tho 
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vorage  of  these  prices  is  gold*s  value  ir.  oxcharge.^  and  the  exchange 
value  of  gold  rises  or  falls  inversely  to  the  average  movement  of 
praces  of  commodities* 

The  worst  misleading  feature  of  the  idea  of  Intrinsic  Value  of 
gold  is  the  idea  tnat  it  is  a fixed  valuOj  and  that,  when  the  average 
of  prices  changes,  it  is  noD  gold  that  changes  in  value,  hut  it  is 
commodities  that  change  in  value.  Here,  again,  is  the  distinction  hc- 
tween  the  absolute  and  the  Relative.  In  some  v;ay  it  is  felt  that 
there  is  an  intrinsic  value  of  gold  absolutely  fixed  by  liature  or 
Society.  If  so,  the  causes  of  change  in  its  exchange -value  are  to 
be  looked  for  on  the  side  of  commodities.  But  if  we  abandon  the 
Intrinsic  Idea  of  value  and  adopt  the  Exchange  idea  of  value  then 
we  abandon  the  idea  of  something  absolute  in  itself  and  begin  to  look 
for  something  that  is  relative  to  something  else. 

This  requires  us  to  make  the  distinction,  often  overlooked,  be- 
tween the  Measure  of  value  and  the  Cause  of  value.  If  Intrinsic  Value 
of  gold  does  not  oliange,^  then  there  can  be  no  cause  of  change,  and, 
of  course,  no  measure  that  can  toll  vihethor  there  has  boon  a change 
of  the  value  of  gold.  ^h.c  only  causes  of  change  are  thereby  relegated 
in  advance  to  the  side  of  commodities.  But  if  the  value  of  gold  is 
its  average  exchange-value  then  the  distinction  between  measurement 
and  causation  becomes  important.  Measurement  has  nothing  whatever  to 
do  with  causes.  It  has  to  do  only  with  effects,  A piece  of  cloth  is 
e yard  long.  That  result  is  the  effect  of  various  causes.  We  measure 
the  result,  esnd  our  unit  of  nicasureniont  is  an  arbitrary  unit  agreed 
upon  for  the  purpose  of  understanding  each  other  respeoting  the  par- 
ticular dimension  in  which  wo  are  join  sly  interested.  ?ro  do  not  mea- 
sure length  by  pounds,  or  kilowatts,  or  man-hours.  Having  our  units 
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of  measurement  at  hand  Vire  are  in.  position  to  investigate  ail  the 
causes  which  resulted  in  that  particular  dimension  which  we  are 
measurings 

So  with  the  exchange  “-value  of  gold  or  anythiiig  that  has  exchange- 
value*  V/e  are  interested  in  a certain  dimension  not  found  in  physi- 
cal science.  Hew  much  of  things  in  general  v/ill  it  huy?  We  have  to 
invent  a ^nev/  ‘>anit  of  measuremont  for  this  particular  purpose,  and  it 
tahes  Gonsiderahle  investigation  to  invent  the  unitj  3^st  as  it  was 
a great  achievement  of  prolonged  investigation  v/hich  invented  the 
ampere,  the  volt  and  the  l'ilowatt-hour«>  This  invention  for  measuring 
the  changes  in  the  exchange- value  of  gold  is  not  yet  perfected  and 
agreed  upon,  as  we  have  seen  in  the  discussion  of  index  numihers.  One 
reason  v/hy  it  is  not  yet  agreed  upon  is  the  lack  of  agreement  respect- 
ing the  purposes  to  he  accomplished  hy  the  measurement.  Another  is  tte 
technical  mathematical  devices  suitable  to  construcing  index  numbers. 
Another  is  the  close  connection  of  tiieories  of  causation  with  the 
theory  of  measurement.  Another  is  the  intrinsic  value  idea  that  there 
is  nothing  to  be  measured. 

When  these  difficulties  are  cleared  up  and  measurement  of  ef- 
fects is  distinguished  from  causation  of  effects,  then  we  shall  be  in 
better  position  to  investigate  the  causes  themselves.  There  may  be 
thousands  of  causes  for  changes  in  the  exchange -value  of  gold,  some 
of  them  on  the  side  of  gold  and  banking,  others  on  the  side  of  commodi- 
ties, each  of  which  must  be  investigated  separately  and  in  combina- 
tion v/ith  all  the  others.  Each  of  these  participates  in  determining 
the  changes  in  the  average  value  of  geld,  for,  as  is  well  known  in 
all  economic  investigations,  so  closely  are  alJ.  factors,  the  world 
over,  tied  together  that  a change  in  any  one  is  a cause  of  change  in 
all  the  others. 
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But  this  study  of  causes  is  different  from  measurement  of  the 
results#  If  gold  prices  rise-,  on  the  average,  it  simply  means  that 
thv'^  purchasing  powei*  of  gold  falls,  no  matter  v/hat  the  causeso  If 
gold  prices  are  static,  on  tno  average,  it  means  that  the  value  of 
gold  is  stable,  regardless  of  causes#  If  anybody  is  worlcing  out 
theories  of  cause  and  effect,  or  if  a banicing  system  is  trying  to 
stabilise  the  value  of  gold,  it  is  ^ust  as  likely  that  the  causes  will 
bo  found  on  the  side  of  commodities  as  that  they  will  be  found  an  the 
side  of  gold,  ^hat  is  a matter  of  investigation  and  experience.  It 
has  nothing  to  do  with  the  definition  and  measurement  of  the  value  of 
gold  any  more  than  the  length  of  a yard  of  cloth  has  anything  to  do 
with  the  causes  that  made  the  cloth  a yard  long#  Yet  the  two  are 
often  confused,  especially  on  aocount  of  the  intrinsic -value  idea  of 
the  value  of  gold^ 

We  have,  however,  seen  that  the  purposes  for  which  the  measuremen' 
is  devised  have  an  important  bearing  upon  the  value  itself©  There 
are  many  values  of  gold  according  to  the  many  purposes.  For  the  pres- 
ent, however,  we  are  concerned  only  with  the  distinction  between  mea^ 
surement  and  causationc 

An  illustration  of  the  way  in  v;hich  the  idea  of  intrinsic  value 
creeps  uhknovm  into  the  minds  of  investigators  is  found  in  the  monthly" 
buJletin  of  the  Federal  Reserve  system  for  March,-  1927.  There  it  is 
calculated  that  the  efficiency  of  American  manufacturing  industries 
increased  47  per  cent  during  the  eight  3^ears,  1919  to  1927,  and  this 
was  compared  vyitii  a fall  of  10  per  cent  in  prices  from  1923  to  lOE*/, 
and  with  a fall  of  about  40  per  cent  f.:om  1920  to  1927  (look  up). 

In  this  comparison  there  was  evidently  a "'ague  a3;-:ujriptiDrL  of  an  un- 
cleiiging  intrinsic  value  of  gold  instead  of  a changing  exchange  value 
of  gold.  1‘he  exchange  value  of  gold  is  what  it  will  buy  in  commerce, 
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regardless  of  causes®  If  prices  fail  ten  per  cent  on  the  average 
then  the  exchange  value  of  gold  has  risen  11  per  cent,  'because  a 
unit  of  gold  V7ill  huj  11  per  cent  more  of  comiaodities , on  the  average® 
Bug  this  unexpressed  helief  in  a fixed  intrinsic  value  of  gold  led  the 
Federal  Reserve  Board  to  throw  the  causation  of  the  change  in  the 
value  of  gold  upon  changes  in  effioiencyo  It  might  have  'been  thrown 
upon  a thousand  different  causes*  In  fact,  the  causes  are  Joint 
causes,  from  the  very  nature  of  the  banking  system  which  is  continually 
creating  and  cancelling  bank  credit  on  the  strength  of  negotiations 
between  bardcers  and  business  men. 

These  Joint  causes  are  to  be  found  in  the,  transactions  by  v^'hich 
prices  are  made.  A price  is  a measure  agreed  upon  betvi/een  a buyer 
and  seller.  If  they  agree  that  wheat  shall  be  priced  at  $1,00  per 
bushel  and  then  afterwards  agree  that  it  shall  be  priced  at  |1«25 
per  bushel,  those  Joint  agreements  are  themsolves  not  only  a rise  of 
25  per  cent  in  the  price  of  wheat,  but  also  a fall  of  20  per  cent  in 
the  value  of  gold,  for  the  purposes  of  those  two  transactions.  Then, 
if  we  average  up  these  billions  of  price  agreements  by  index  numbers, 
all  that  we  have  is  the  average  change  in  price  agreements.  Each 
agreement  has  itself  actually  changed  the  value  of  gold,  if  a dif- 
ferent price  is  agreed  upon«  Then  an  coverage  cf  all  the  agreements 
is  both  a change  in  the  average  of  prices  and  a change  in  the  average 
value  of  gold.  Each  price  agreement  does  its  part  in  changing  or 
stabilizing  the  value  of  gold,  and  the  net  outcome  of  billions  of  such 
agreements  is  measured,  approximately,  by  our  index  number  of  prices. 
There  were  billions  of  causes  for  these  billions  of  agreem.ents.  If 
any  individual  ”cuts  prices,”  that  ”out.”  raises  the  value  of  gold, 
no  matter  what  caused  him  to  cut  his  price.  If  any  individual  "marks 
up^*  his  prices,  that  reduces  the  value  of  gold,  ITo  one  ordinarily 
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thirifcs  of  his  individual  part  in  changing  tiac  average  value  of  gold^ 
Each  may  thinlc  that  the  value  of  gold  is  intrinsic  and  independent  of 
•'ivhat  prices  ho  chvarges  or  receives.  But  every  change  vvhich  he  malces 
In  his  own  prices  is  a change  in  the  value  of  gold^  The  average  of 
ail  those  changes  is  a change  in  the  ^^avorage  value  of  gold®” 

Eighth.  A large  bundle  of  these  causes  will  bo  found  in  the 
banicing  system  itself  which  has  increased  its  efficiency  more  than  any 
other  industry^  BarOcers  are  the  most  important  of  all  producers. 

They  produce  something  that  every  other  industry  needs  every  day,  all 
the  time  and  far  into  the  future.  Other  industries  produce  something 
that  may  be  dispensed  with  for  a time  if  the  price  is  too  high.  But 
no  matter  hov;  high  or  low  the  price  of  the  ba nicer ^s  product  - the  price 
YWiich  ho  charges  for  the  use  of  money  *"  every  other  industry,  no  mat- 
ter how  high  or  lov^  its  ovm  efficiency,  must  have  the  banker ^s  product, 
or  else  go  out  of  business  immediately  by  the  door  of  bankruptcy. 

This  universal  necessity  which  the  bankers  produce  is  the  circulating 
medium  that  pays  all  debts  and  buys  all  commodities,  all  labor,  stocks 
and  bonds,  Ho  industry,  in  recent  timesj  has  more  greatly  increased 
its  efficiency,  the  world  over,  than  the  banking  business.  The  United 
States  has,  until  fifteen  years  ago,  been  far  behind  other  great 
nations  in  its  banicing  efficiency.  How  cur  bankers  have  caught  up, 
and  all  of  the  banlcs  of  the  V\/orld  have  adopted  an  efficiency  device 
far  superior  to  anything  v;hich  any  other  industry  can  possibly  adopt. 
All  of  them  have  pooled  their  raw  material  - gold  - in  Central  Re- 
serve Banks;  have  taken  gold  out  of  the  hands  of  their  customers  and 
have  substituted  barBc  checks  calling  for  gold  on  demand,  which,  how- 
ever, they  never  furnish  except  occasionally  for  foreign  shipment. 
Indeed,  some  fifteen  or  twent^r  countries,  by  adopting  a so-called  Crold- 
Exchange  Standard,  do  not  even  keep  any  gold  in  their  central  banks. 
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j’leir  raw  material,  the  gold  with  which  they  do  13^.131116335  i3  not  even 
D?jned  ly  them  ~ it  i3  owned  by  banlis  in  hew  York  and  London,  and  they 
U33  nothing  but  those  bank:  balances  in  their  i^oreign  trade,  while 
Lining  their  own  paper  money  and  bank  credit  in  domestic  trade* 

This  eocplains  Yvhat  is  oiite  a marvel  of  modern  centralized 
banking,  Kow  it  is  tlat  although  gold  is  almost  never  circulated,  yet 
all  prices  are  gold  prices,  and  that  Vv'e  can  speak  of  the  ’-'average 
U.1I3  of  barde  credit®  It  is  estimated  that  back  of  the  50  billion 
dollars  of  bardi:  credit  used  in  the  United  States,  on  the  average,  there 
is  less  than  4 billion  of  gold  as  bank  reserves,  or  something  less 
than  7 per  cent.  Each  dollar  of  gold  supports  about  |13  of  bank 
credit  used  as  money.  (verify)  The  reason  simply  is,  convertibility 
of  banic  credit  into  gold  for  foreign  trade® 

It  is  these  substitutes  for  geld,  ^hnanuf actured”  by  negotiation 
between  bankers  and  customers,  that  determine,  more  than  even  the 
gold-mining  industry,  v/hat  shall  be  the  average  value  of  gold*  If  yjg 
could  imagine  the  v^orld^s  present  business  carried  on  without  bank 
credit  and  solely  with  gold,  the  value  of  gold  vvould  perhaps  be 
tY^enty  times  its  present  value,  by  Y/hich  is  meant  that  the  average  of 
a4.1  prpees  would  fall  about  95  per  cent*  On  the  other  hand,  during  and 
after  the  Y/ar,-  the  central  banks  of  the  Y/orld,  by  negotiations  with 
biiriness  men,'  manufactured  so  large  a supply  of  bank  substitutes  for 
gold  that  the  average  value  of  gold  in  the  United  States  fell,  in  1920, 
to  less  than  half  its  pre-war  value;  by  v^hioh  is  meant  that  the  average 
of  prices  of  commodities  rose  more  than  100  per  cent*  Since  1925, 
however,  after  billions  of  these  substitutes  were  retired  and  not 
re-issued,  the  central  banks  of  the  Vv’orld  have  been  able,'  with  the  aid 
of  the  business  community,  to  more  nearly?"  stabilize  the  average  valne 
of  gold;  by  which  is  meant  that  the  average  of  prices  has  been  more 
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•:>oariy  oonstant  at  about  50  per  cent  above  pre-war  levels  though  in- 
lividual  prices  have  fluctuated  wudely®  The  bardcers  have  discovered, 
oj  experiment  and  experience,  some  of  the  causes  of  changes  in  the 
v.^lue  of  gold,  else  they  could  not  have  stabilized  it  nearly  as  wella 
One  thing  that  they  discovered  was  that  the  banlcs  by  themselves 
do  not  ’^manufacture-^  the  circulating  medium*  It  might,  indeed,  be 
said  that  they  have  nothing  to  do  with  it*  The  business  men  manu- 
icaoture  their  own  money,  in  the  form  of  drafts,  trade  acceptances  and 
promissory  notes.,  Then  the  bankers  buy  these  business  credits  by 
giving  a banlc  credit  in  exchange,  as  a ^^deposit”  on  the  banders  boohs* 
Then  the  ohechs  drawn  against  these  bank:  deposits  are  the  money  that 
buys  commodities  and  pays  debts* 

But  even  so,  the  creation  of  this  hind  of  money  is  really  a 
vast  repetition  of  bargaining  between  banlcs  and  customersc  The  banhs 
charge  a price  - the  rate  of  discount®  This  price  is  changed  from 
time  to  time  and  from  individual  to  individual,  and  varies  all  the 
way  from  two  or  three  per  cent  up  to  ten,  twelve,  or  higher  per  cent* 
And,  liho  every  other  price,  the  higher  the  ’‘banh  rato’^  the  less 
quantity  of  banlc  credit  to  bvisiness  men  ordinarily  create,  and  the  low- 
er tho  banlc  rate  the  more  banh  credit  arc  they  lihely  to  create  if 
other  prospects  are  favorable.  Hence  it  was  discovered,  about  seventy 
years  ago  by  the  Banh  of  England,  and  has  been  loarned  ^oy  the  Federal 
Uosorve  System,  that,  by  raising  and  lov/ering  tho  banlc  rate  of  dis- 
count, the  business  men  who  produce  and  sell  commodities  can  be  more 
or  less  induced  to  increase  or  decrease  the  quantity  of  banlc  credit, 
and  thus  to  increase  or  decrease  tho  qurnti'cy  of  money,  thereby  in- 
creasing or  decreasing  the  average  value  of  gold®  This  is  one  of  the 
ways  in  vHiich  the  Central  Barlcs  of  the  YJarld.  since  the  G-roat  War, 
have  begun  to  cooperate,  throughout  the  whole  world,  to  stabilize  the 
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j?;-orage  value  of  gold.  Ail  that  is  done,  however,  is  to  render  more 
i u:iile  the  average  of  hiii  ions  of  prioe  agreements  among  all  classes 
oi  sellers  and  buyers • 

6e  Profits  and  Wages 

The  American  Federation  of  Labor,  at  its  annual  convention  in 
1 

19P5,  adopted  a resolution  which  is  interpreted  to  mean  a reversal 
of  the  time-honored  principles  of  trade-unionism*  Instead  of  a theory 
that  wages  should  be  based  on  the  cost  of  a supposed  standard  of 
living,  this  resolution  is  understood  to  mean  that  organized  labor  is 
a partner  with  the  employer  in  promoting  efficiency  and  that,  as  such, 
its  members  should  participate  with  employers  in  sharing  the  gains  of 
efficiency*  This  means  that  both  emplo^^ers  and  wage-earners  should 
increase,  the  one  their  profits  and  interest,  the  other  their  wages, 
out  of  the  increasing  efficiency  of  industry  - not  to  the  extent  that 
either  adds  to  that  efficiency,  for  that  can  never  be  measured  - but 
that  they  should  reach  some  hind  of  a worhing  arrange.ment  by  which  the 
Joint  increase  in  efficiency  should  be  shared  betv/een  them. 

The  significant  meaning  of  this  resolution  is  that  it  is  a re- 
jection of  the  socialist  or  oommujiist  doctrine  that  profits  and  in- 
terest are  a "surplus  value^^  obtained  by  capitalists  through  the  "ex- 
ploitation" of  labor;  and,  instead,  it  means  that  profits  and  interest 
are  as  necessary  and  meritorious  as  v/ag&s,  each  of  which  offers  its 
special  inducement  to  investors,  employers  and  laborers  to  increase  the 
offioiency  of  their  establisiiments  and  of  industry  as  a whole » 

The  resolution  also  means  a rejection  of  the  "wage -fund"  doctrine 
long  held  by  econom-ists,  by  trade  unions  and  by  employers,  that  the 

1 Proceedings , A«  F,  of  L*  , 1925,  p*  2?lo 
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zraomit  of  capital  that  can  le  devoted  to  paying  v/agea  is  limited^  and 
Liorefore  profits  must  fail  as  v/ages  rise,  and  profits  oo.n  rise  only 
id  wages  failc  On  the  contrary  this  resolution  moans  that  profits  and 
.vagos  rise  and  fall  together,  and  that  the  way  in  which  they  can  he 
made  to  advance  together  is  through  the  increase  of  efficiency. 

The  resolution  thus  moans,  in  general,  that  neither  employers, 
investors,  nor  wage-earners,  shall  increase  their  profits,  interest  or 
wages  hy  tahing  the  increase  out  of  other  people,  cither  as  sellers  "by 
higher  prices  or  as  buyers  by  lower  prices,  but  siiall  take  the  in- 
crease out  of  tiiCiTiSelves  by  increasing  jointly  their  efficiency. 

I presume,  however,  it  does  not  mean  that  if  wa.gcs  in  an5^  in-  . 
dustry  arc  below  what  is  considered  a decent  standard  of  living,  or- 
ganized labor  v/ill  not  try  to  raise  that  standard  by  taking  it  out  of 
consumers  of  the  product.  The  resolution  probably  moans  that  where 
wages  have  already  reached  a good  standard,  there  profits,  interest  ani 
wages  should  be  still  further  increased  by  increasing  efficiency. 

The  resolution  does  not  commit  the  Federation  to  a policjr  of  getting 
higher  wages  solely  through  higher  efficiency.  Indeed,  we  may  ques- 
tion whether  any  industry  which  is  so  inefficient  'bhat  it  cannot  pay 
decent  wages,  or,  being  efficient,  is  so  oppressed  by  low  prices  paid 
by  consumers  that  it  cannot  pay  decent  wages,  is  worth  maintaining  in 
the  public  interest.  If  it  is  to  be  maintained  it  should  either  become 
more  efficient  or  should  ba  able  to  raise  its  prices  against  consumers. 

The  latter  is  the  accepted  labor  argamont  of  the  protective 
tariff,  and  the  form.er  is  the  infant  industry  argument  of  the  tariff. 

By  protection  against  the  competition  of  low  paid  labor  of  Europe, 
American  consumers  are  compeJ.led  to  pay  high  v:a.gcs  to  American  labor. 
And,  by  protecting  against  the  established  industries  of  Europe,  the 
infant  industries  of  America  are  expected  to  bGComc  adult  by  in3rGa.sing 
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tn.eir  effioiemcy  and  thereby  charging  lowrer  pric-es-to- eomnmer-s-,  

The  U-vo  arguments  are  sound  and  inseparable  and  each  has  a 
tearing  upon  the  proposal  for  stability  of  the  value  of  gold®  A 
stable  value  of  gold  throughout  the  world  would  carry  one  step  further 
tlie  publib  policy  of  patent  rights  and  protective  tariffs  with  the 
public  p-’orpose  of  inducing  industry  to  get  its  higher  profits,  interes 
and  wages  by  increasing  its  efficiency  rather  than  by  the  circuitous 
and  illusory  process  of  taking  it  out  of  other  people  by  raising  prices 
received  or  reducing  prices  paid* 

This  would  seem  to  be  the  logical  inference  from  the  resolution 
of  the  ilmarican  Federation  of  Labor*  It  means  that  employers,  invest- 
ors and  laborers  should  not  get  their  enlargement  of  real  profits,  real 
interest  and  real  wages  solely  as  sellers,  by  raising  prices  or  wages, 
which  would  mean  that  they  should  not  take  it  out  of  other  people  v/ho 
are  buyers  and  consumers*  Neither  should  they,  as  employers,  expect 
to  get  their  enlarged  real  profits  out  of  either  lower  prices  paid  as 
buyers  of  raw  material  or  lower  wages  paid  as  buyers  of  labor;  nor 
should  they,  as  laborers,  expect  to  get  their  enlarged  real  v/agos  out 
of  lower  prices  which  they  pay  as  consumers;  both  of  which  v^ould  mean 
that  they  should  not  take  their  enlarged  real  profits  or  real  interes"^ 
or  real  wages  out  of  other  people  as  sellers,  Dy  means  of  paying  them 
lower  prices* 

The  resolution  does  indeed  say  that,  by  the  elimination  of  waste 
in  production,  "selling  prices  may  be  lower  and  wages  higher^ " Lut 
this  is  not  inconsistent  with  w'hat  v/e  here  set  forth,  if  the  time 
factor  is  taken  into  account*  V'fhat  we  also  sa^^  is  that,  in  the  first 
instance,  selling  prices  should  not  be  lower,  else  the  increased  ef- 
ficiency would  not  permit  profits  and  wages  to  be  higher;  and  that, 
in  the  second  instance,  selling  prices  of  each  pa.rticulG.r  output  whose 


--v  'v 


-...r  : I - 

*■  r. 0-..  .’i'-  • l:  V . ■■ 

: ..•.■5  ’•‘Z  . 'i 

- . .'lo/  vVv  v • .0,.  ;i';'  i':; 

■ . J'..'  U;o.=  :v;  ^ 


:■  ^ ' 


. ■ 'C  '-  ;v  :U^-  i:'v- ' •- 


■>  ‘ .V  ' V' 


-J 


58 
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eLficienc^r  has  been  increased  should  gradually  be  reduced,  relative 
other  prices j oaid  without,  however,  reducing  the  coverage  of  all 
p '.vices « 

The  logic  of  this  position  will  appear  from  onr  supposition  of 
a fall  of  the  average  of  all  prices  with  the  industrial  spread  of 
efficiency,  that  is  with  a rise  in  the  average  value  of  gold  due 
solely  to  the  increase  of  efficiencyc  It  is  evident  that  labor  cannot 
get  higher  wages  and  shorter  hours  if  the  employers  do  not  get  higher 
profits  from  which  to  pay  the  higher  wages.  And  if  the  employers^ 
prices  fall  at  the  same  time  and  to  the  same  ee:tent  that  their 
efficiency  increases,  then  they  do  not  get  the  higher  profits.  Their 
increase  in  efficiency  is  talcen  a.way  from  them  and  is  handed  over  to 
buyer -consumer So  They  are  not  able  to  pay  as  much  of  the  higher  wages, 
or  grant  as  much  of  the  shorter  hours,  as  their  increased  efficiency 
would  ;)ustify  if  there  had  not  occurred  this  fail  in  prices. 

If  organized  labor  expects  to  get  increased  wages  from  increased 
efficiency  of  industry  as  a whole,  it  evidently  must  first  let  employer 
got  increased  profits  from  the  same  source,  or,  at  least,  let  them 
get  a baailcablc  expectation  of  increased  profitSo  Otherwise  labor  is 
in  no  better  bargaining  position  that  it  was  before,  and  it  can  get 
its  increase  only  by  bargaining®  If  employers’  prices  fall,  on  the 
average,  in  proportion  to  increased  of f ic.iercyp  the  employers  are  in 
no  bettor  position  to  grant  incroased  wages  or  shorter  hours  tha.n  they 
would  have  been  if  there  had  boon  no  increase  in  efficiency.  Their 
answer  to  labor  must  be  that  they  have  already  passed  along  the  gain 
of  efficiency  to  consumers,  and  have  netting  left  for  labor.  Hence, 
on  the  average employers^  prices  should  be  stable,  by  which  is  meant 
the  value  of  gold,  for  the  Producer’s  Purpose,  should  be  stable,  if 
labor  is  to  share  in  the  efficiency  gains  of  industry.  This  does  not 
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■:)cevent  particular  prices  from  gradually  falling j r^ative  to  others j 
Gsr  the  gains  in  efficiency  have  first  gone  to  the  producers  in 
higher  profits  and  wagesr  A stable  industrial  value  of  gold,  there- 
fore, is  a corollary  of  the  resolution  of  19S5o 

Here,  however^  again,  we  must  see  whether  our  use  of  ^average 
efficiency’'  has  intrca,uGed  a fallacy.  Return  to  the  distinction 
totween  "individual  spread"  and  "industrial  spread"  of  efficiency. 
Ihriciency  always  starts  with  individuals  and  individual  establishments 
It  does  not  begin  to  show  its  effect  on  the  price  of  that  product 
uncii  it  has  become  an  industrial  spread  of  efficienoya  ^he  question 
then  is,  Can  labor  increase  its  efficiency  wage  during  the  spread  of 
individual  efficiency,  or  must  it  wait  until  the  entire  industry  has 
increased  its  efficiency? 

Here  we  have  the  important  distinction  to  be  made  between  em- 
ployers  as  individual  establishments  and  employers  as  a capitalist 
class.  This  is  essentially  the  distinction  between  the  philosophy 
of  unionism  and  the  philosophy  of  communism.  Unionism  distinguishes 
between  establishments  as  individuals®  Some  employers  are  "fair," 
others  are  "unfair,"  But  conimunism  makes  no  such  distinotionc  All 
capitalists  are  unfair  in  that  all  of  them  are  making  their  profits  by 
"exploiting"  all  laborers  as  a class.  Taking  the  unionist  position, 
hc'wever.  Can  labor  unions  induce  fair  emplojrers  to  pay  higher  wages’ 
fcr  shorter  hours  than  their  unfair  competitors?  Certainly  the  em- 
ployer, no  matter  how  much  his  spirit  of  fairness  inclines  him,  cannot 
pay  higher  v^ages  per  hour  than  his  competitors if  his  establishment 
is  less  efficient  than  theirs,  neither  can  he  do  so  if  his  establish- 
ment is  only  equally  efficient  with  theirs.  He  can  be  really  fair, 
distinguished  from  spiritua.lly  fair,  only  if  his  establishment  is  more 
efficient  than  competing  establishments. 
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But  even  so,  can  he  be  induced  to  pay  higher  wages  for  shorter 
..'^uxs  than  they  do  merely  because  he  is  more  efficient?  If  there  is 
: competitive  marleet  in  his  industry  then  he  certainly  cannot  charge 
ticgher  prices  than  they  dOo  Hence  he  can  only  pay  the  higher  wages 
because  his  establishment  efficiency  is  greater,  ^Ttf’airness , then,  is 
economically  impossible,  in  competitive  industries,  v/ithout  efficiency^ 
We  shall  name  this  ’-differential  ef f iciencyo Fairness  in  individual 
establishments  is  impossib^le  without  differential  efficiency  superior 
to  that  of  competitive  establishmentso 

But  if  employers  are  to  be  induced  to  deal  continuously  with 
unions,  then  the  unions  must  also  be  ’’fair.'’  If  so,  can  they  insist 
upon  a policy,  in  competitive  industries,  that  the  more  efficient 
establishments  shall  pay  higher  v/ages  for  shorter  hours  than  the 
loss  efficient  in  the  same  industry?  Trade -uni  on  polic^r^  during  the 
past  forty  years,  has  learned  repeatedly  by  experience  a serious  lesson 
on  this  point.  This  policy  thus  learned  was  formerly  expressed  as 
’’the  equalization  of  competitive  conditions^”  It  now  is  expressed  as 
’’the  stabilization  of  competitive  conditions,”  because  it  is  found 
that  business  generally,  including  the  banlcs,  have/  d^aring  the  past 
twenty  years,  been  trying  to  adopt  the  same  trade  union  policy  of 
eqaalizing  competitive  conditions* 

This  stabilization  was  attempted,'  in  1886,  by  a conferonee  of 
the  bituminous  mine-workers  and  bituminow.s  coo.l  operators  assembled 
from  the  entire  competitive  field  vvhich  had  its  markets  along  the 
G-reat  Lakes^  Yiages  for  day-laborers  v/ere  made  equal  throughout  the 
entire  field,  and  the  piece-rates  for  tonnage  workers  were  adjusted 
so  that  all  mines  would  have  nearly  the  same  total  costs  for  labor, 
plus  transportation,  at  their  points  of  competition  on  the  G-reat  LakeSr 
This  was  equalization  of  competitive  conditions.  But,'  on  the  other 
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Land,  the  more  efficient  mines  whether  due  to  bhiclier  veins  of  coal 
or  to  machinery  or  management,  were  charged  a higher  w=age  rate  per  ton 
t’^'.an  the  less  efficient  mines,  for  the  express  purpose  of  keeping  the 
.l3ss  efficient  in  the  market  hy  preventing  the  more  efficient  from, 
vjidsr'bidding  them  in  the  prices  of  coaio  This  evidently  was  a penalty 
upon  efficiency,  on  acGo-ant  of  which  the  most  efficient  of  all  the 
mines,  in  west  Virginia,  could  never  he  unionized,  and  eventually 
others  of  the  more  efficient  broke  away,  one  by  one,  from  the  conforenc. 
agreem.ent.  Here,  of  course,  this  policy  of  penalizing  the  more  effici- 
ent employers  was  possible  only  as  long  as,  and  to  the  extent  that, 
the  less  efficient  emplo^rers  were  able,  by  joining  v/ith  the  union,  to 
control  the  wage  rates  of  the  more  efficient  competitors. 

The  policy  in  the  anthracite  field  was  different.  Here  the 

employers  took  the  lead  in  the  policy  of  stabilization,  followed  by 

the  mine-workers ^ union.  The  employers  stabilized  the  price  of  coal 

delivered  at  tidewater,  and  fixed  the  price  at  such  a point  that  the 

least  efficient  mine  owners  could  get  into  that  market  and  make  a 

profit.  Then,  in  order  that  the  more  efficient  might  2iot  drive  out 

the  loss  efficient,  they  limited  the  quantity  that  could  be  delivered 

b,/  both  the  more  efficient  and  the  less  efficient,  according  to  some 

rule  of  rationing  that  they  were  able  to  agree  upon.  Then  the  union 

cemc  along,  and  by  arbitration  or  conference,  equalized  and  stabilized 

the  wages  for  all  employers  regardless  of  their  differential  cffdci- 
1 

oncy. 

The  latter  is  the  us^ua-l  policy  of  all  trade  uuiions.  Wages  and 
hours  are  equalized,  or  stabilized,  throughout  the  competitive  field, 
such  that  the  least  efficient  pays  the  samiO  wages  as  the  most  efficierh 
./he tiler  this  can  be  done  or  not,  and  whether  it  ought  to  be  done  or 
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CHAPTER  XII 


Willingness 


io  Economic 

If  we  examine  the  doable  meaning  of  wealth  and  other  words 
used  by  Macleod  and  his  predecessors  we  roco^-nise  that  all  of 
them  have  a place  in  economics.  For,  economics  is  not  to 
be  built  upon  a single  principle  of  similarity  abstracted  from 
all  others,  sucii  as  exchangeability,  but  it  is  a science  of 
"the  whole"  composed  of  several  diverse  principles,  each  of 
which  pia5''s  its  part  in  modifying  all  the  others.  Thus  the 
concept  "wealth"  has  the  double-meaning  of  use-value,  which 
increases  with  abundance,  and  scarcity-value  which  diminishes 
with  abundance.  The  first  meaning  is  equivalent  to  common- 
wealth v/herein  human  ability  produces  "social-use-values"  for 
the  advantage  of  all.  The  second  meaning  reveals  itself  in 
exchange-value,  or  purchasing  power,  wherein  "wealth"  signifies 
the  means  of  comiiianding  use  values  for  self  from  others.  It 
is  neither  use-values  alone,  nor  scarcity  values  alone  that 
economics  deals  with,  but  it  is  Value  - a functional  relation 
between  use-value,  scarcity-value  and  futuarity.  This  is 
rights  of  property  and  the  economic  subject-matter  of  tran- 
sactions . 

3o  with  hdam  Smith’s  Huraan  Abilities,  which  Macleod 
named  "immiaterial  wealth".  Human  ability  has  the  double  moaning 
of  ability  to  produce  use-values  for  all,  which  we  name 
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Efficiency,  and  to  command  a greater  or  ieee  Quantity  of  as-o- 

values  for  seif  from  others,  Vi/hich  \vc  name  f^oarolty.  So  with 

ilacieod^s  ^property  rights'^  They  mean  either  exclusive 

j^olding  for  seif,  where  the  subject  matter  is  use-value;  or 

withholding  from  others  in  the  process  of  negotiation,  where 

the  subject-matter  is  scarcity-vaiue ; or  alieriotion  and 

acquisition  of  ownership,  constituting  negotiability,  where 

the  sub jeet-mattor  is  exchangeability.  And  the  individual 

1 

nian--whom,  as  Macleod  rightly  says,  the  Ph^/'siocrats  were  the 
first  to  take  as  the  basis  of  society  where  other  systems 
held  the  individual  subordinate  to  society  - has  the  manyfold 
meaning  of  an  individual,  a participant  in  transactions,  and 
a member  of  many  going  concerns,  whetiier  moral,  economic  or 
political*  He  is  governed  by  many  common  rules  holding  him 
in  line  with  the  purposes  of  the  concern,  while  enlarging  or 
ros training  his  individualism  in  the  pursuit  of  his  own 
happiness.  Society  is  not  his  servant,  as  Haclcod,  the  Physio 
crats  and  ocoriomists  held,  nor  is  he  the  servant  of  society, 
ns  the  Ixrcantilis ts  held  - he  is  a member  and  participant 
in  manifold  degrees  of  rights,  duties,  liberties  and  exposaros 
For  sucii  a being  vjo  cannot  pick  out  from  all  his  other 
passions  - hope,  fear,  anger,  resentmicnt , love  - just  that 
one  passion,  ceonoivac  desire , as  llacieod  and  iiis  predecessors 
did,  but  all  must  be  looked  upon  as  concerted  and  reciprocal 
activities  of  all  kinds  for  which  no  word  is  inclusive  enough 
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ejvoept  the  universal  word  lliiliiigness . lot  a single  will,  nor 
? mechanical  fluo:  of  individual  wills,  out  a principle  of  will- 
ingness operating  in  manifold  ways  through  transactions  and 
going  concerns^ 

A constructive  criticism  of  Macleod,  in  whose  system  we 
find  our  starting-:  point,  must  he  built  upon  the  principle  of 
willingness  instead  of  desire.  Willingness  includes  the  whole 
of  the  activity  of  all  tiie  individuals  engaged  in  transactions 
and  going  concerns.  On  this  principle  of  willingness,  and  its 
negative,  unwillingness,  it  is  possible  to  unite  in  one  con- 
cept of  tiie  whole-both  tiie  economic  meaning  of  value  as  the 
functional  relation  of  use-value,  scarcity-value  and  futiu'ity, 
and  the  legal  concepts  of  mental  acts,  evidenced  by  physical 
acts,  upon  v/hich  rigiits  are  created  and  transferred.  Herein, 
liov/ever,  Macieod^s  term  "Right”  is  ambiguous.  It  means 
not  only  rigiits  but  also  liberties.  It  is  in  the  analysis 
of  this  term  by  Holifeid  that  we  shall  find,  not  only  special 
cases  of  willingness,  but  also  the  foundation  for  dividing 
llacleod^s  "incorporeal  property"  into  the  two  divisions 
"incorporeal"  and  "intangible" , the  former  referring  to  ex- 
pected payment  of  debts,  the  latter  to  expected  purchasing 
power,  wrongly  nam.ed  "debts"  by  Hacieod  and  "pledges"  by 
Turgot. 

In  the  first  place,  Macieod’s  concept  ol  Exchange,  ta]:en 
over  from  the  physical  economists,  carries  the  physical 
meaning  of  manual  delivery  of  a product,  and  is  unsuited  to 
his  idea  of  legal  delivery  by  transferring  tie  o^.nership  of 
the  product.  The  term  "exchange"  cansistcntly  tics  itself  to 
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tile  concept  of  a commodity,  although  the  transition  has  baei: 
mado  by  Llacieod  from  a commodity  to  the  agreement  between  two 
parties  out  of  v/hich  arises  transfer  oi  title  to  the  cormnodity 
and  creation,  nori.aps,  of  a debt,  erui valent  to  the  then  value 
of  tiie  GOxmfuOdity.  .Instead  ox  a piiysical  exchange,  tiiere-fore, 
we  are  dealing  with  a t:cansaction,  invoiviiig  that  process  of 
preparation  and  negotiation  which  termino/Gos  in  the  "meeting^* 
of  t\;o  minds  upon  an  agreement,  evidenced  by  acts,  words,  or 
writing  v/iiose  effect  is  to  transfer  titles  by  act  of  law. 

Since  beneati.  this  mere  meeting  oi  mir.cis  is  the  evolving 
principle  of  ia\^  that  the  minds  must  be  v/illing  minds  - a 
willing  buyer  and  willing  seller  - an  analysis  of  willing- 
ness is  imposed  upon  the  court  before  the  lav.  will  transfer 
the  title*  This  leads  to  the  distinction  betweer  persuasion 
and  coorcion,  or  dui’ess*  These  terms  do  not  refer  merely  to 
psychological  feelings  of  pain  or  pleasure,  they  refer  to  a 
buman  will  choosing  between  alternati . ea . The  alternatives 
here  occupying  our  attention  are  economic  alternatives  .ii-  that 
they  arc  a c.LoicG  betvieen  economic  values  * Each  of  the  tv/o 
parties  makes  sacii  a choice.  Hence  there  are  not  merely  two 
parties  to  the  transaction,  there  are  at  least  four  parties  - 
at  least  during  the  period  of  negotiation  end  until  the  minds 
of  two  of  them  meet  and  thereby  pick  tiiGrascives  out  from  all 
others.  There  arc  tiierefore  at  least  two  buyers  and  two 
sellers  to  every  transaction,  the  actual  buyer  and  seller  and 
the  potential  buyer  and  seller,  ail  four  oi  whom  arc  potential 
up  to  the  point  of  time  whore  two  become  acrual.  \.'hGn  tiesc 
two  become  actual  then  the  next  four  who  arc  nearest  agreement 
become  potential,  then  two  of  them  become  actual,  and  so  on 
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liiltil  the  market  is  cleared  of  com.modities , 'buyers  and  sellers, 
■■(ercj  the  actual  ciioice  is  het\/eeri  the  tr-o  v;ho  are  nearest  tc 
beco.ning  huyers  and  the  t^jo  who  are  nearest  to  becoming  sellers 

Here  is  where  cooriomic  persuasion  or  eocnomic  coercion 
c cme  in,  eliminatiniP  from  consideration  that  "duress"  which  is 
physical  fear.  Persuaeicn  v^ould  need  to  be  delined  in  such 
V.  ’;ay  as  to  indicate  two  alternatives  for  each  prospective 
buyer  and  each  prcspective  seller  each  of  v/hich  is  advantageous 
and  coercion  as  two  alternatives,  one  of  which  is  oppressive 
and  the  other  relatively  non-oppressive  or  advantageous. 
Evidently  this  distinction  is  a matter  of  opinion.  The  only 
practical  method  of  drav-ing  the  distinction  in  actual  cases, 
and  the  one  historically  adopted  in  the  common  law,  is  the 
deliberation  of  a ^\!ury  of  peers”,  by  wiiich  is  meant  a set  of 
raen  with  similar  customs,  ways  of  thinlein.f;  and  acting  under 
similar  circuaistanccs . Evidently  this  methoa  roaches  diifcrent 
results  at  different  stages  of  civilisation,  from  the  time 
when  men  of  violeixco  were  dominant  to  the  tiirc  when  men  of 
peace  arc  dominant,  or  when  capitalists  are  dominant  to  when 
unpropertiod  v/age~ earners  are  dominant.  In  the  former  eases 
neither  piiysical  duress  nor  economic  coercion  are  given  such 
recognition  os  they  afterwards’ arc  when  men  of  peace  or  men 
without  property  arc  dominant.  The  weahor  persons,  physically, 
economically,  or  po3 itically,  would  not  yet  what  they  might 
call  justice,  or  ireceom  fro/a  coercion  or  duress,  v;hcn  the 
juries  arc  autome  tieally  packed  x^ith  peers  ol  the  strong, 
rich  0.nd  d om inane « 

At  any  rate,  these  distinctions  and  hrmaii-intcrcst 
problems  iiad  no  place  wdth  Maclcod,  although  the-  eo/imon  ].aw 
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full  of  them,  because  he,  like  tiie  phyBicnl  Gconomists, 
"•bstj-nctod  Iron  everythin^::  of  hujnan  interest  and  (;iade  his 
science  only  a piiysioai  science  of  the  crchanpcahility  of 
e ommodities . 

It  is  net  because  these  distinctions  arc  not  mcasurablG 
in  terms  of  money  - they  are  just  about  as  measurable  as 
crcuan£iG~valu0 , upon  rxi-cso  meas^u^ability  Incleod  be  sod  ills 
criterion  of  a science.  This  measurability  can  be  seen  from 
the  formula  of  a transaction  involving  two  buyers  and  two 
sellers,  as  follov.^a,  using  chance  figures  for  illustration. 

Formula  of  Scarcity  Value 


Buyers  B B 

Bid  ™$100  090 

Asked  ilEO 

Seilers S 3^ 


Here  B is  a stranger  buyer  than  offering  f>100  in- 
stead of  $90,  and  3 is  a stronger  seller  than  S^",  offering  to 
take  ;,Ji30  instead  of  3130.  Tiicse  arc  va:ciou3  scare ity-values 
as  judged  respectively  by  eaoii  of  the  four,  relative  to  his 
own  situation  in  the  market.  But  the  issue  between  them  and 
the  sub  JOG  t-matter  of  their  traxisaction  is  Value,  of  which 
tiiorc  are  three  functional  dimensions,  use-value,  scarcity- 
value  and  futurity  discount.  Ti.is  makes  the  actual  value 
agreed  upon  i.ighly  problematical,  for  ix  may  bo  a larger  or 
small  quantity  of  better  or  worse  uso-valuc  measured  by  phy  i- 
cal  units  and  qualitative  grades;  a higl..  or  iov/  scarcity 
value  measured  by  scarcity  units  of  money;  and  a Idgh  or  low 
futurity  discount  measured  by  the  rate  of  interest. 
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If  these  three  dimensions  of  Va.lne  are  assigned  to  firee 
specialists  or  classes  of  specialists,  v/ho  devote  themselves 
respectively  thca^eto,  then  it  v/ill  De  seen  that  Value  is  a 
highly  complex  socialized  phenomenon.  Use-value  is  imparted 
hy  labor  to  commodities , and  by  governments  to  the  money  which 
pays  for  the  commoditieso  These  are  specialists  in  usefulness# 
Scare ity- value  is  dominated  by  business  men,  the  specialists 
in  scarcity#  Futurity-discount  is  in  the  hands  of  banlcers, 
the  specialists  in  credits  and  debtrj.  The  three  are,  of 
course,  inseparable,  and  the  Value,  which  is  the  subject 
matter  of  this  abstract  formula,  is  highly  variable  according 
to  the  changing  activities  of  each.  For  present  purposes, 
use-value  and  futurity-discount  are  assumed  to  be  constant 
and  we  attend  to  the  variability  of  scarcit^r -value , the 
transactional  covuiterpart  of  Macleod^s  and  the  economists^ 
physical  exchange-value. 

It  will  be  seen  tL.at  out  of  the  foregoing  formula  of 
scarcity-value,  three  different  economic  relations  appear 
for  each  of  the  four  participants,  and  triat  each  has  a part  in 
determinineg  the  resultant  scarcity  dimension  of  Value#  These 
also  are  inseparable  and  functionally  related,  in  tiriat  a 
change  in  any  one  will  change  the  other  two,  and  hence  will 
change  the  scarcity-value  which  is  tlj.c  juncture  of  the  tlirec. 

First  is  Choice  of  Opportunities,  eacii  one  of  the  four 
parties  to  tlie  transaction  being  confronted  by  alternatives 
owned,  witiiheld  or  offered  by  two  of  the  others.  Thus  the 
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sGlic-r  S and  soilcr  can  choose  ’botYioea  'buyers  B and  E^; 
or  buyers  B and  B^  can  ciioosc  bctu’ccn  sellers  S and  S^. 

Second,  Goapotilion,  Buyers  B and  3^  arc  actual  com- 
petitors, and  sellers  S and  are  actual  conipetitors» 
Potential  or  possible  competitors  are  not  included  in  the  form 
ula,  because  they  do  not  enter  until  a buver-sellcr  pair  is 
off  the  market a 

O^hird,  Econotiic  Po^'ver,  bargaining  povvor,  purchasing  pov/or 
buying  power,  selling  power,  the  exchange-value  of  Maolood 
and  the  physicists.  Seller  S or  seller  3^  may  sell  to  buyer  B 
at  :;.)100  or  to  buyer  E^  at  ^90,  and  reciprocally,  buyer  B or 
may  purchase  of  seller  S or  S^,  The  price  is  the  measure 
of  economic  power. 

Hence,  for  Gacu  of  the  four  participants  there  are  three 

scarcity  dimensions  of  the  scarcity  function  of  Value,  namely, 

Opportunity,  Competition  and  Pov/er.  It  is  evident  that  each 

of  these  dimensions  is  limited  for  each  participant  by  each 

of  the  dimensions  for  the  other  participants.  Eech  impinges 

upon  the  others.  The  money-va.luo  obtained  by  S from  B is 

limited  by  the  competition  of  against  B,  by  the  relative 

buying  and  selling  power  of  B and  S,  and  by  the  competition 

of  with  S.  Thus  S cannot  force  B to  pay  more  than  |130, 

or  v/hcrever  S*^,  the  competitor  of  S,  would  intervene;  nor 

can  3 for..e  S to  accept  less  than  ;^90,  or  wh-crever  B^s  competi 

tor,  would  intervene.  That  is,  3 cannot  force  B to  pay  a 

price  above  his  next  best  opportunity  set.  by  competition  of 
1 

S > and  3 cannot  force  S to  accept  a price  bclov,/  his  next  best 
opportunity  set  by  competition  of  B^. 


But  between  the  upper 
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and  ior;er  limits 


- and  .|90  - the  supericr  bargaining 

pD\ver  of  B or  3 may  force  3 or  B. 

From  this  situation  it  foliov/s  that  ethical  or  legal 
considerations , entertained  by  those  of  the  same  class  (ethic- 
al), or  by  the  judicial  oiiicers  of  the  state  (legal) ^ begin 
to  impinge  upon  the  liberty  of  one  or  more  participants  in 
the  transaction.  The  gruinds  of  this  interference  by  concerted 
action  have  been  slovvly  developed  in  the  comimon  law  by  the 
decisions  of  courts,  under  the  three  names,  Liscrimination,  or 
Inequality  of  Opportunity;  Unfair  Competition,  or  Infringe- 
ment upon  one^s  market;  and  Unreasonable  Value,  or  Undue 
Exercise  of  Econofaic  Power,  The  three  arc  inseparable,  each 
being  one  of  three  functional  dimensions  of  Ecarci ty-value , 
and,  for  this  reason,  ethical  and  legal  interference  does  not 
readily  make  the  distinction  until  long  after  flagrant  evils 
in  individual  cases  have  been  perpetrated;  and  economic  theory 
never  makes  the  distinction  so  long  as  it  adheres  to  physical 
concepts  of  exchange,  or  individualistic  notions  of  natural 
equality,  or  theological  notions  of  a natural  right  to  do  as 
one  pleases  with  liis  own,  these  being  the  pertinent  assumptions 
of  the  ph^T-sical  and  hedonic  economists.  The  distinctions  arise 
only  Y/hen  the  formula  of  a transaction  is  substituted  for 
commodities,  for  isolated  individuals,  and  for  inalienable 
rights. 

Illustrative  cases  out  of  the  common  la?/  be  cited. 

The  good  will  and  trade-mark  cases,  which  are  cases  of  unfair 
competition,  bega.a  to  arise  in  the  17th  centuu-y  out  of  the 
original  doctrine  of  perfectly  free  competition  enforced  by 
the  common  law  courts  of  the  nobility  upon  merchaxitvS, 
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manufacturers  and  isoorers.  But  with  the  rise  in  political 
power  of  merchants  and  manufacturers  in  the  17th  century  tie 
older  doctrines  prohibiting  restraint  of  trade  began  to  be  modi- 
fied into  a doctrine  of  reasonable  restraint  of  trade,  in 
order  to  protect  against  competition  those  who  by  their  own 
efforts  or  by  pirr-hase  of  a going  business,  had  acquired  an 
G:<pectation  that  customers  would  willingly  leet’orn  to  thera. 

Those  considerations  were  not  important  for^  and  even  were 
hostile  to,  the  feudal  nobility  whoso  interests  were  those  of 
eonsumers*  Thus  ^*fair”  competition,  insofar,  tooh  the  place 
of  "free”  competition,  until  goodv/ili  has  bcccmo  that  huge 
asset  of  business  i^hiioh  Macleod  classed  as  ^‘incorporeal 
property’^,  but  y/hich  we  name  intangible  property. 

The  functional  relation  of  fair  competition  to  choice  of 
opportu!-:-ities  may  be  noticed  in  the  formula.  If  S,  a seller, 
and  all  sellers,  are  prohibited  from  cutting  prices  below 
those  charged  by  because  the  latter  is  entitled  to  the 
good  will  of  buyers,  then  the  buyers  have  no  advantageous 
alternative  but  must  pay  the  prices  ashed  by  S^.  Thus  fair 
competition  for  sellers,  which  condemns  the  "pricc-cuttcr^^ , 
wage  cutter  or  -^scau-’  as  unethical,  operates  to  restrain  tie 
liberty  of  competitors,  to  increase  the  economic  power  of 
sellers  and  to  narrow  the  choice  of  o /portunitios  of  buyers. 

The  inverse  applies  to  buyers.  It  is  deemed  unethical 

by  employers  that  one  of  them  should  raise  wages  above  the 

goins  rate,  and  the  supremo  coux't  holds  that  laborers  cannot 

be  persueded  bv  a imion  of  worhers  to  leave  their  employer, 

1 

because  ho  is  entitled  to  thcir  good  will.  Thus  fair 


1 Hitclriman  case- 
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competition  for  bu-yers  restrains  their  liberty  to  pay  higher 
prices  than  others,  increases  their  economic  power  and  narrows 
the  choice  of  opportunities  of  sellers. 

Likewise  with  discrimination,  or  inequality?-  of  opport’onit 
Lhe  Standard  Oil  Company,  in  Y/isconsin,  pu.t  into  effect  a 
quantity  discount  on  gasoline  for  large  purcl.asers  at  any  of 
its  300  stations,  combined  into  one  monthly  statement  * which 
smaller  competitors  could  not  meet  because  they  did  not  have 
enough  stations.  Complaint  w^as  made  both  by  farmers  and 
automobile  owners  v/ho  paid  higher  prices  than  the  big  cor- 
poration buyers,  and  by  gasoline  competitors  vjho  could  not 
reacii  the  big  buyers  by  a similar  discount.  Thus  unequal 
opportunity  for  buyers  was  ur.fair  competiion  for  sellers 
and  economic  power  for  the  Standard  over  small  buyers.  The 
Standard  Oil  Company  finally,  desiring  to  live  on  friendly 
terms  with  competitors,  withdrei'v  its  quantity  discount,  and 
this  ethical  sanction  of  concerted  opinion,  by  restoring  fair 
competition,  restored  also  approximately  equal  opportunity 
and  reasonable  price.  By  doing  so,  the  issue  was  "kept  out" 
of  the  Federal  Courts  and  out  of  "politics". 

The  courts,  indeed,  are  slower  than  ethical  opinion,  in 
recognizing  the  fine  distinction  between  economic  power  and 
discrimination.  The  Standard  Oil  Company  was  lar  from  being  a 
monopoly,  since  it  sold  only  of  the  product  in  the  State. 
It  was  not  on  the  ground  of  monopoly  that  it  yielded  to 
ethical  opinion  - it  was  on  the  ground  of  unfair  competition 
and  discriminatioiio  Monopoly,  in  itself,  signifies  a high 
price  for  all  buyers;  Discrimination  signifies  a 1 ow'  price 
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to  I’avored  buyers.  The  two  are  not  inconsistent  and  may  0,0 

"jf^^othcr.  The  comnion  law  of  rich  consuiricrs  was  always  against 

^■igh  prices  of  inonopoly,  out  could  see  no  in^}ustice  in  the 

low  prices  ci  discriminationo  fhe  reason  for  the  lag  is  plain. 

It  is  the  in"^ ividualistic  point  of  view  instead  of  social 

conseQUonces , carried  ever  from  the  time  vf.:eri  an  individual 

V/as  really  an  individual  to  the  time  vdien  an  individual  is  a 

going  concern.  Two  cases  from  the  Federal  Supreme  Court  will 

illustrate  the  reasoning  and  the  lag.  In  18C7  the  court  stated, 

in  a case  where  a railroad  company  was  charging  lower  freight 

rates  to  Hebras-ea  farmers  tiian  to  Iowa  farmers,  that  the 

discrimination  was  not  unlawful  at  coeuron  law,  and  the  test  was, 

not  social  conseQ,uences , but  the  liberty  of  the  railway  company 

to  reduce  its  private  earnings  if  it  wished  to  do  so.  The  court 
1 

said:  ^Suppose  that  the  officials  of  the  company  had  charged 

2 

the  plaintiff  only  a reasonable  rate  and  at  the  same  time  had, 
witi.out  any  just  occasion  therefor  given  to  his  ncigi^bor  across 
the  street  free  transportation,  thus  being  guilty  of  an  act  of 
favoritism  and  partiality  “ an  act  which  tended  to  diminish 
tiiG  receipts  of  the  railroad  company  and  to  that  extent  the 
dividends  of  the  stochhoiders . Such  partiality  on  their  part 
v/ould  not,  in  the  absence  of  a statute,  have  entitled  the 
plaintiff  to  maintain  an  action  for  the  recovery  of  the  far 
which  ho  had  paid  and  thus  reduce  still  feirther  the  dividends 
of  the  stockholders.''  Such  was  the  judicial  concept  of 

1 Parsons  v.  C.  <3:  Ik  Vk  Ry.  Co.,  16?  U.  k 44?  (1896)  at  p.  464. 

2 i . e . , non ~monop  0 1 i 3 1 ic . 
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uiieqiiai  ox^portunity  in  1897.  It  ^A^as  a private  affair  of 
self-interest,  withoiit  social  conseQ.aences  upon  competing 
layers  of  the  service. 

Four  years  afternards,  the  same  court  "by  the  same  justice 
(Brewer)  sustained  an  action  of  a nevjspaper  company  against  a 
telegraph  company  whici.  was  charging  its  competitor  a lower 
price  for  news  service.  The  court  now  changed  its  interpre- 
tation of  the  oomiiion  law,  and  declared  that,  without  a sta.tute, 

tut  ”under  the  eomiiion  law”,  the  rates  must  not  onlv  oe  reason- 
1 

alle  in  themselves,  out  must  be  ^^relativel;-'  reasonable'^;  no 

rate  should  be  lower  than  another  -hvithout  a just  and  reasonable 

ground  for  discrimination”;  and  discrimination  was  reasonable 

insofar  only  as  the  difference  in  rates  corresponded  to  a dif- 

E 

ference  in  costs  and  conditions  of  rendering  the  service.  In 
other  words,  between  the  years  1897  and  1901  the  Supreme  Court 
changed  the  meaning  of  the  common  lav;  to  include  an  unreasonably 
low/  price  as  well  as  an  uru^easonably  higii  price. 

From  our  formula  of  a transaction  the  furctionai  relations 
of  the  two  may  be  seen.  By  discriminating  in  favor  of  one 
buyer  the  telegraph  company's  earnings,  or  economic  power,  are 
reduced;  and  the  competing  newspaper  is  able  to  practice  un- 
fair competition.  By  discriminating  against  one  newspaper  the 
other  newspaper  practices  unfair  competition;  and  the  tele- 
graph company*s  economic  power  over  one  paper  is  reduced,  and 
over  a competing  paper  is  increased.  The  distinction  also 
between  monopoly  and  discrimina tion  is  evident.  The 

1 i. e. , non-mono'oolistic. 

2 y.U.  Tele  Go.  V.  Call  Pub.  Co.  44  Feb.  526,  357  (1395) 

58  Feb.  192  (1599);  181  U.S.  92,  102  (1901). 
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unequal  opport-oiiity  may  be  disc oritinuecl  eiuher  by  reducing 
the  high  price  to  the  level  of  the  lower,  thus  reducing  its 
economic  power,  or  by  raising  the  low  price  to  the  level  of 
the  higher,  thus  increasing  its  economic  power. 

Thus  the  economic  aspects  of  the  formula  of  a transaction 
are  inseparable  from  the  ethical  and  le  ai  aspects.  The 
economic  subject-matter  is  Value,  a functional  relation,  highly 
variable,  of  use-value,  scarcity-value  and  futurity  discount, 
each  one  of  which  has  its  independent  sources  of  variability, 
but  all  of  which  focus  together  in  that  f’unctional  relation 
of  four  typical  parties  for  v^hom  the  subjject-matter,  Value,  is 
the  62cpectation  and  inducement  to  enter  the  transaction  and 
to  continued  repetition  of  transactions  which  constitute  Custom 
and  Going  Concerns*  And  a further  variability  of  Value  arises 
from  this  confluence  of  participants  wl-ose  variability  tahes 
the  social  forms  of  equal  or  unequal  opportunity,  fair  or  un- 
fair competition,  reasonable  or  unreasonable  economic  power,  all 
of  which,  since  the.y  are  variables  of  the  scar.ity  function, 
are  measurable  in  money. 

Out  of  this  complexity  arises  the  psyclio-economic  activity 
of  persuasion  and  coercion,  persuasion  being  evidenced  by 
equ^i  opportunity,  lair  competition  and  reasonable  price,  but 
coercion  being  discrimination,  unfair  competition  and  unreas- 
onable price.  The  general  underlying  and  simple  principle, 
corresponding  to  force  in  physics  anci  life  in  biology,  is 
various  degrees  of  \/iliingness  from  persuasion  to  coercion. 

And  it  is  because  Kaclood  and  the  Physicei  economists  start 
with  onlw  two  of  ti-.c  many  parts  vhiich'.  ma?.:e  up  the  total 


•^',.;  '‘';d  i ' ^ , X/3d1cy.u  VC’b':o 


■ ri'3  C ' j 

w,  ...  . , 

KU.' jti  j'OOr.X-  'd-'b 

. ■.>..■  -.v-f.:: 

: I J ..  i'"'  i K>  / : ,b 

■•  ..‘t  'X';i  rw-riG-r  0^1*; 

•£  • \.b’ 

Ml:  D .■•, 

Inp.,. 

■i  ■■  ■ .:^  ' " .• 

:<  ‘ . ■ li..;?  i ■; 

::  ■ , 

'yxrijMO':  3ldy  u.o'X'i:; 

b-  V :f.i 

‘\o  -.bi  • .: : 

• „; 

aJcfBa-'  , - 

■ '•p 

• •■:m  j.i  's 

':urv 

, •7  aid 'nt 

o-lt 

Y.  ^ ; - • ' ' 

’-iiicf  ^ C' 

■ 0.1:j  'iJ.;  ’^:^x  ^ 

'’  . ti:t 

.j  Tx  '‘c  L i»  i.  . ^ 

. ’jiiir  T'ro  i ]o  ia  r^G  ' 

■ 

' -MJ 

:v.b,  . . ■ : 

./  T.uv 

' '*  ■ ’ 

.'•■.■  • ) 

. . : ' • . ■ r! .: 

i .:  '/  -X  c ; ; ’ "n" 

’-  :•/  ;jx  "I  ';  v0‘. 

. ob 

. ■ .i ■^:.. 

.o*X-t'  .; 

: ‘>:t  nll-iY  ' . 

U f.‘VQi'l(\  ..  J J. 

• ■ ' w'  ’ i»J 

( ’.  r ‘ U'J  ;)  i .5  .''.5  '* 

JX-yxi-j:-. J -j/'  ji  .’"iiY  : 

1*  -ii> 

• b:‘- 

.'.-ij"'  ; /;tJ' 

-io- 

V^'iHingness,  nafncl,3r  Desire  and  ZacDangc,  ihat  ix  is  irnpcssiDlc 
for  tiiem  to  have,  as  the  foundation  of  their  science,  that 
view  of  the  entire  personaJ-it.y  of  human  bcine.s  required  oven 
nodoratiy  to  understand  iaodern  economic  prohiems  in  their  oaff- 
iina  Gompierity. 


2.  Stliicai  and  Lc£:al 

Besides  the  cconoraiG  parts  of  transac tiens , there  are 
thcreiore  the  ethical  and  lGe;ai  parts  functioninp-  with  them,  and 
these  recuirc  an  cniarpement  of  the  formula  in  order  that  the 
transaction  bo  seen  as  a ^wholc’^  and  not  as  debris^  Those 

ethical  and  loyal  parts  turn  on  an  Gniaryed  mcaniny  of  haclood’s 
term,  a Riyht,  ;;ust  as  the  economic  parts  turn  on  enlargement 
of  his  term  Eo:cnanp:c.  T/licrc  Erchaiiyc  becomes  Transactions , a 
Riyht  becomes  Riyht,  Duties,  Liberties  and  Drposures.  This 
enlargement  is  drav^n  from  hoiifeld^s  analysis  but  requires 
int e r p r e t a t i on  i n or d e r to  c o i -ne c t wa t h he. c 1 e o d ’ s corporeal, 
incorporeal  and  i.  material  properties  in  their  functional 
relations  to  the  economic  parts  of  transactionso  This  re-state- 
ment confirms  even  more  strongly  the  need  of  a term  no  less  than 
fillinynGss  to  indicate  the  unifying  principle  which  holds 
togeth(3r  the  leaal,  cti^ical  and  economic  parts  that  ma2ie  up 
transactions  and  Concernso 

Every  Right  oi  one  person  has  its  correlative  Duty  in  one 
or  many  other  persons.  L-acleod  converts  this  legal  relation 
into  ^economic  quantities"  by  giving  to  Rigi-t  the  name  of 

Credit,  and  bo  the  Duty  the  name  of  Debt,  fur  i.e  rigii-tiy  asserm- 
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that  the  Right  is  a personal  right  and  the  L'uty  a personal 

duty,  thus  separating:  the  Credit  and  Belt  as  economic  ouanti- 

1 

ties  from  tiie  individual  vvills  of  the  parties.  The  debt  can 
ue  bought  ard  sold,  thus  transferring  the  Credit  from  one 
person  to  a 'successor,  although  the  debt  does  not  physically 
come  into  ei^iistence  until  the  time  when  the  duty  requires 
i erf ormance.  This  also  separates  the  debt  from  the  person  of 
the  debtor  during  the  interval,  and  he  can  go  on  using  his  physi- 
cal property,  from  whose  product  he  will  pay  his  debt,  as 
though  he  were  not  in  debt.  Several  considerations  must 
be  observed  upon  the  foregoing. 

First,  as  above  indicated,  both  the  right  and  the  duty, 
the  credit  and  the  debt,  are  in  existence  now,  and  actually 
show  themselves  as  assets  and  liabilities  upon  the  boohs  cf 
.merchants,  manufacturers,  speculators  and  oanhers.  If  they  keep 
no  boohs  they  are  still  there,  though  unrecorded.  They  are  in 
existence  now,  yust  as  all  expectations  are  in  existence  nov/, 
in  that  all  rational  human  beiags  act,  not  only  on  impulses, 
stimuli,  or  instincts  buried  from  the  past  in  their  physiology 
and  onvironraent,  but  upon  more  or  less  intellectual  forecasts 
of  the  more  or  less  immediate  or  remote  futui^e.  They  act  on 
assets  and  liabilities.  In  fact,  political  economy,  distinguished 
from  engineering  economics  and  home  economics,  is  the  scieace 
of  assets  and  liabilities. 

Second.  But  assets  are  of  two  hinds  - expected  money 
income  from  debtors  and  expected  money  income  from  buyers  on 
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vhe  capital  and  eoamodity  oar3:cts.  So  that  assets  are  corrcct- 
\y  terrnol  Vai^lo^3  in  that  they  arc  the  variable  functional 
relatic'ns  of  use -values,  scarcity  values,  and  futurity- 
discount.  So,  also,  with  Liabilities.  A business  raan  or  a 
£;oing  concern  sopa:. ates  liabilities  from  persons,  just  as 
liaclood  asserts.  The  ^'business”  itself  is  even  personified 
by  book-keeping  as  a going  concern,  in  that  it  "owes"  to  the 
proprietor...  of,  if  incorporated,  it  "owes"  to  stockholders  and 
bend-holders , certain  noncy  kno'wn  as  its  liabilities. 

This  is  indeed  the-  very  advantage  of  Capitalism  over 

every  other  form  of  society  - it  separates  assets  and  liabilities 

of  the  person  from  his  personal  rights  and  duties ^ merely  by 

converting  inta.ngitle  Futurity  into  a negotiable  instrument. 

His  duties  surely  do  not  come  into  eicisbencc  until  they  arc 

due  - meanwhile  he  is  at  liberty  to  do  as  he  pleases,  - a 

situation  pointed  out  by  Turgot  when  he  distinguished  the 

Capitalist,  who  is  free  as  to  his  person  but  not  free  as  to 

his  capital  sunk  in  the  business,  from  the  laborci^  or  peasant 

who  is  not  free  as  to  his  person,  insofar  as  lie  must  be  contin- 
1 

uously  "on  the  job”.  Modern  capitalism  has  developed  this 
separability  into  a liJDiurious  parasite  - Absenteeism  - 
which  raises  grave  questions  of  taxation,  on  the  one  side,  and 
shorter  hours  for  salaried  and  v/ago  job-holders,  on  the  other. 
Assets  and  liabilities  are  indeed  intangible  but  yet  economic 
entities,  since  the^'  are  the  expectations  of  going  concerns 
on  expected  commodity  and  debt  markets  end  are  therefore 
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^eparatiie,  during  intervals,  fro-n  personal  necessity  to  be 
continuously  on  the  .lot  v/atehing  his  rights  or  obeying  his 
duties* 

Further,  this  is  the  very  reason  why  so-called  ^^institu- 
tional economics-'  with  its  principles  oi  futujcity  and  willing 
ness,  is  required  in  pjace  of  commodity  economics  or  hedonic 
economics*  In  these  latter  theories  the  individual  is  meta- 
phoricaiiy  tied  to  the  commodity  by  a fun.ctionai  action  and 
re-action  of  pains,  pleasures  and  diminishing  utility,  doing 
what  the  animated  commodity  does,  and  there  is  no  place 
permitted  by  the  theory  for  personality.  Only  when  rights, 
duties,  liberties,  exposures,  transactions,  going  concerns, 
with  their  principles  of  futurity  and  willingness,  take  the 
place  of  commodities  in  the  theory,  can  personality  be  truly 
separated  from  a materialistic  analogy  to  physical  sciences. 
Otherwise  ethics  or  law  must  be,  and  is,  brought  in  on  a 
remorseful  postscript,  with  the  resulting  v./eli-known  dualism 
of  economics  and  ethics.  liaciGOd,  though  he  made  the  distinc 
tion  between  the  personality  of  duty  and  the  economic  eo.an- 
tity,  a debt,  yet,  by  treating  debts  as  coeimodities , he 
necessarily  treated  duties  as  commodities  inseparable  from 
debts,  and  subject  to  the  same  laws  of  supply,  demand  and 
price  previously  and  subsequently  worked  out  by  the  commodity 
and  hedonic  econoimists  regardless  of  personalities,  rights  or 
duties  * 

This  is  seen  in  Ivlacleod’e  contention,  afterwards  seized 
upon  by  Knies,  that  credit  was  an  economic  quantity"  and 


I 


i 
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"credit^’ 


1 

not  a ^transfer’-  of  capital  nor  an  ^operation” . His 
was  a deft,  created  independently  by  a debtor  for  his  own 
profit,  lihe  any  other  comii.odity,  yet  in  the  form  of  a promise 
to  deliver  money,  or  commodity,  or  service  at  a future  time. 

And  this  credit,  under  the  economic  lav;  of  supply  and  demand 
and  the  le^al  law  of  negotiable  instruments,  became  itself  a 
commodity  which  could  be  used  in  exchange  for  other  conmnodities . 
But  Knies  defined  credit  as  an  ’^exchange’’,  wherein  the  per- 
formance by  one  person,  the  creditor,  occurs  now,  and  the 

performance  by  the  other  person,  the  debtor,  occurs  after  a 
2 

lapse  of  time. 

Credit  is,  indeed,  a transfer,  an  er^change,  an  operation, 
as  Knies  miaintained,  but  it  is  also  a commodity,  as  I'acleod 
maintained.  It  is  specifically  made,  by  the  law  of  negotia- 
bility, into  something  as  nearly  lilce  a physical  commodity, 
money,  as  possible.  But  it  comes  upon,  not  a commodity narhet, 
but  a debt  raarhet.  And  it  is  not  ”manuf ac tureo.”  for  sale  by 
the  debtor  any  more  than  money  is  manuiact^ored  for  sale  by 
iiim.  It  is  a transaction,  participated  in  by.  not  only  Hie 
business  borrower  and  lender,  but  also  by  their  respective 
banicers,  in  expectation  of  future  commodity-marhets  and  debt 
markets.  It  is  a tra^nsaction  that  determines  how  much  or 
little  commodities  and  plant  equipment  shall  be  produced  in 
the  interval  and  at  vdiat  prices,  in  joint  expectation  of  futui^e 
production  and  future  prices. 
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2 ICnies,  Carl,,  her  Kredit,  1:63  ff.  (1876). 


By  their  physical  analogies,  not  distinguishing  the  deht 
narlcet  for  intangihlcs  from  the  commodity  market  for  tangibles 
both  liacleod  and  hnies  failed  to  separate  the  joint  volitional 
process  of  expectation  from  the  two  physical  concepts  of  a 
commodity  and  its  exciiangc.  The  present  volitional  process 
throws  the  physical  process  into  the  future.  The  credit 
transaction  creates,  not  a commodity,  but  an  expectation,  in 
the  form  of  a creditor-debtor . relation,  and  sucii  an  expected 
buyer-seller  relation  as  goodv^ill,  and  it  is  these  expecta- 
tions, separable  from  the  personslities  of  the  parties,  which 
bankers  and  investors  buy  and  sell  on  the  debt  and  expectation 
marjcots.  The  expectation  is  legal  control  of  pxiysical  things 
and  other  persons#  The  whole  subject-matter  shifts  entirely 
from  a field  where  physical  analogies  can  be  of  service  into 
two  fields  moving  forward  tandem-li.  .e , v^hero  the  joint  action 
of  human  wills  in  a concerted  expectation  of  the  more  or  less 
distant  future,  determines  what  shall  be  done  in  the  immediate- 
future.  Hot  the  concepts  of  commodities  and  exchanges  in  the 
moving  present  arc  enough,  but  concepts  that  tie  together  the 
moving  future  to  the  mo’f^ing  present,  such  as  transactions  and 
going  concerns  animated  by  their  concerted  willingness. 

Third.  These  expectations  arc  ethical  and  legal  as  well 
as  economic#  They  depend  upon  the  expectation  of  a concerted 
opinion  that  will  enforce  rights  by  holding  individuals  to 
their  duties,  and  then,  if  this  is  not  enough,  upon  expected 
GoncerteO.  action  of  another  concern,  the  State.  It  is  this 
latter  that  IdaclcDd ^ s and  the  lawyers^  "right  of  action”. 

I'oes  the  right  of  action  arise  only  upon  the  occasion  of  an 
operative  fact,  such  as  violation  of  duty,  as  Lacleod  contends 
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or  does  it  now  e:-^ist  by  expectation  for  both  creditor  and 
debtor?  Y/hat  a creditor  buys  from  one  creditor  and  sells  to 
another  creditor  is,  according  to  Jiacleod,  only  a right  of 
action.  It  is  not  the  promissory  note,  a piece  of  paper,  t.-at 
is  bought  and  sold  - it  is  the  present  expectation  that  the 
ooucrts  will  enforce  contracts  and  other  property-rights.  'The 
reason  v;hy  capitalists  will  not  invest  in  Russia  is  because 
there  are  no  capitalistic  courts  which  will  do  this,  and  no 
ethical  opinion  strong  enough  to  set  up  such  courts.  Of 
course,  then,  rights  of  action  exist  now,  by  e::pectation, 
exactly  like  assets  and  liabilities.  And  they  exist  now  for 
the  debtor  as  well  as  for  the  creditor.  It  is  these  legal 
expectations  of  rights  of  action  that  make  possible  the 
economic  expectations  of  assets  and  liabilities  - and,  indeed  • 
the  very  existence  of  capitalism-  By  the  device  of  negotia- 
bility vhiose  marvel  and  importance  Macleod  did  not  exaggerate, 
these  mere  expectations  of  legal  procedux-e  are  bought  and  sold, 
Fooxth.  Since  assets  are  two  kinds  of  expected  money- 
incomes  - debt  p?;yments  and  price-payments  - an  analysis  must 
be  made  of  Macleod ^s  double  mieaning  of  debt  and  duty,  equiv- 
alent to  his  double  meaning  of  credit  and  right  and  Turgot ^s 
analogy  of  pledge.  This  analysis  must  be  the  sa^me  as  that 
v/hich  p/ohfeld  has  made  of  the  several  meanings  of  the  word 
"right”  as  used  in  yndicial  and  legal  reasoning,  and  Kohfeld’s 

insight  apolies  to  the  lawyer  Macleod  who  carried  over  into 

1 

economics  the  lav/yer^s  ambiguous  meaning  of  rights.  Ail 


1 Salmond  in  his  "Jurisprudence"  had  previously  made  the  same 
analysis  of  rights  as  Eohfeld,  and  to  him  belongs  priority. 
But  nohfelQ  builded  a whole  system  of  reasoning  on  the 
distinctions,  buttressed  it  by  inductive  study  of  the  cases, 
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rights  have  their  correlative  duties  somev^here,  soniebody. 

right  cannot  be  created  except  by  imposing  a duty,  if  the 
duty  is  not  imposeu  tiien  the  right  docs  not  exist.  How  this 
"no-right*^  and  ”no-duty^'  is  just  as  important,  in  lav;  and 
economics,  as  right  and  duty.  Maioctio  lawyers  may  contend 
that  a "negation”,  such  as  no-right  and  no-duty,  is  meaningless, 
for  a negation  includes  all  the  rest  of  tLo  universe  in- 
differently. This  contention  leads  to  separation  of  the  law, 
as  an  abstract  mental  exercise,  away  from  the  practical 
problems  v/hich  are  the  content  of  the  lav7  - indeed  the  only 
reason  for  the  existence  of  law.  A person  confronted  by  a 
plaintiff  and  the  officers  of  the  law  is  much  concerned  to 
know  whether,  in  that  crisis,  he  has  a duty  or  a no-duty. 

And  the  plaintiff  also,  with  his  assets  threatened  with 
dissolution  in  banlrruptcy,  must  know  whether  ho  has  a right 
or  no-right,  not  respecting  the  universe  at  large,  but  re- 
specting that  opposite  person  whoso  liabilities  are  his 
assets. 

It  needs,  therefore,  only  a set  of  appropriate  words  to 
bring  this  no-right  and  no-duty  down  to  earth  from  the  infinite 
universe.  A no-right  and  its  no-duty  are  simply  the  absence 
of  right  and  duty  in  that  particular  case  and  crisis.  Hohfcld 
has  pointed  out  a time -honored  legal  word  which  raeans  exactly 

and  put  it  in  such  logical  form  that  it  can  be  used  and 
applied  by  others.  Thus  did  Alfred  Russel  Wallace  discover 
Darwinism  in  one  night,  after  reading  Halthus,  but  Charles 
Darwin,  who  aj-so  got  his  Darwinism  from  L!a  1 thus , , took 
twenty  years  and  thousands  of  cases  to  ma};:c  the  world 
accept  it.  It  is  Darwinism,  not  Wallacefam.  Gossen 
discovered  marginal  utility  in  1854,  and  Jevons  in  ISGS, 
but  it  is  ‘‘Austrian”  economics  that  discovered  it  in  1871. 
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no-duty  in  that  partioulai-*  dispute  - the  v/ord  ’^privilege” . 

A privilege  is  the  absence,  the  negation,  of  duty  insoiar  as 

1 

that  alleged  duty  is  concerned. 

But  there  is  another  tiir.e- honored  woru  in  both  lavv  and 
economics  that  means  x-^^l’vilege  universalized  and  popularized 
- the  word  Liberty.  Liberty  means  nothing  but  no-duty  - 
therefore  do  as  you  please  and  can.  In  economics  it  means 
free  competition,  free  choice  of  opportunity  and  free  use  of 
economic  power. 

Hohfeld  did  not  have  a word,  though  he  suggested  several, 

which  might  be  substituted  for  his  infinite  ’'no-right’^  as 

the  negation  of  right  and  the  correlative  of  Liberty.  But 

Salmond  suggested  such  a word  - Exposure.  I am  exposed  to 

the  sun’s  rays,  beneficially  or  injuriously,  according  to 

circumstances.  So,  I am  exposed,  beneficially  or  injuriously, 

to  the  free  action  of  other  persons,  if  they  are  at  liberty 

to  persuade  or  coerce  me.  If  they  have  a duty  not  to  coerce 

2 

me,  then  I have  txhat  ec^uivaient  right  to  be  ’^not-coerced”. 

But  they  may  still  have  a liberty  to  persuade  me,  beneficially 
or  injui'iousi3%  and  my  exposure  to  that  liberty  is  exactly 
eq^ual  to  their  liberty. 

It  is  this  very  distinction  between  persuasion  and 
coercion,  between  right  and  no-right,  that  causes  to  arise 
in  economics  and  iav;  the  meaning  of  good-wili,  which  Macleod 
mistakenly  pictured  as  a debt  and  whicn  business  men  and 
co\irts,  at  times,  also  attempo  to  clothe  v/ith  attributes  of 

1 See  beie  w,  p.  000,  Formula  of  a Transaction . 

2 See  article  by  Brandeis  and  ? on  Privileges  of  Be:,  sc  na..ityo 
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debt  and  oompuisiono  It  is  not  a debt,  ivith  its  ethical 

relation  ot‘  ri^ht-duty  and  its  oecnomio  relation  of  creditor- 

debtor  - it  is  the  very  negation  of  debt,  -vith  its  ethical 

relation  of  liborty-orposurc  and  the  cconoaiic  relation  of 

buyer-seller*  Good-will  .has  arisen  iiistorically  by  the 

negation  of  duty  ana  compulsion,  v;hich  negation  is  the  same 

2 

as  an  assertion  of  liberty  and  ifiimunity.  The  slave  is  under 
a duty  to  serve  his  master,  but  the  thirteenth  Amendment  gave 
the  freeman  libert.y  to  run  away*  this  converted  the  right 
of  the  master  into  an  eorposuro  equal  to  the  freeman's  liberty* 
the  "master"  has  a right  to  the  service  of  his  slave,  but  the 
"employer"  is  exposed  to  the  liberty  of  his  employee  to  quit. 

How,  then,  are  the  tv^o  neld  together  for  their  joint 
advantage  in  the  success  of  the  going  concern?  nothing  but 
willingness  holds  them  together.  And  willingness  becomes  the 
valuable  goodw-ill  of  expected  persuasive  transactions  - the 
biggest  and  best  asset  of  capitalistic  business. 

Similar  historical  changes  have  occurred  in  the  case  of 
debts  properly  so-called.  The  strictly  individualistic 
assertion  of  rights,  vvhich  came  over  from  tnc  Roman  law  into 
modern  individualism  and  was  tahen  up  by  Ivlaclcod,  rested  on 
the  most  exbpeme  right  of  action,  oven  to  impr isonment  of  the 
debtor.  But  the  19th  century,  1 coking  to  social  consequences 
as  well  as  individual  rights,  by  its  man.y  exemption  and 
bard’ruptcy  laws,  caused  liberty  to  encroach  on  duty,  and  so 

1 Legal  foundations,  p*  000.  Hitchman  case. 

2 See  Holmes  article. 
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i:acieod^s  ^Piis  Credit"  beGomes,  not 'fe  credit"  with  its 
right-duty  relation,  but  "a  good  credit"  with  its  iiberty- 
ei/iposui'e  relation,  the  valuable  esipected  persuasive  trans- 
action whicii  constitutes  the  good  ’will  oi  bankers  and  investors, 

Fiftho  For  these  reasons  it  is  plain  that  Itacleod^s 
"incorporeal  property"  has  a double  meaning,  vdiich  may  be 
typified  by  the  contrasted  meanings  of  Debt  and  Gocd-will. 

These  we  distinguish  as  Incorporeal  Property-  and  Intangible 
Property?-,  the  latter  term  taken  from  opinions  of  commissions 
and  courts  in  public  utility  cases.  Incor;>oreai  propei^ty  is 
the  expected  net  money  income  to  be  derived  from  a debtor  in 
payment  of  a debt.  Its  economic  relation  is  creditor-debtor! 
its  et.hical  and  leg’al  relation  is  right-dut^.m  But  intangible 
property  is  expected  net  money  income  to  be  derived  from 
buyers  of  commodities  and  services.  Its  economic  relation 
is  seller-buyer;  its  ethical  and  legal  relation  is  iiberty- 
exposirre.  Each  kind  of  expectation  is  valuable  in  the  present, 
as  Macleod  recognized,  but  the  one  is  valuable  as  the  expected 
payment  of  debts,  the  other  as  the  expected  sales  and 
purchases  on  the  cor:.modity  markets  and  tuc  debt  markets. 

This  distinction  enables  us  to  distinguish  also  Iviacleod^s 
"corporeal"  and  "immaterial"  properties.  The  two  are  curiousi.y 
similar.  His  corporeal  property,  in  tne  sense  in  which  he  uses 
it,  is  not  corporeal  - it  is  intangible,  for  it  is  the 
present  right  to  sell  the  corporeal  thing,  vyhich  he  owns, 
upon  the  real  estate  or  other  commodity  market.  But  the 
term  corporeal  property,  as  v;e  have  noted,  is  also  given 
by  Facleod  a narrower  meaning,  in  that  it  is  the  present  right 


of  the  o^;yncr  to  have  and  use  for  himself  the  physical  products 
G^ipceted  from  his  land  or  other  physical  capital.  This  meaning 
may  pi’oporly  be  named  corporeal  property?*,  because  it  is  ex- 
pected use-value,  r/hereas  the  "intangible^^  element  is  expected 
scarcity-value  on  the  marliets.  The  same  plg^sical  capital  has 
the  two  aspects.  As  ^intangible’'  property-  it  is  assets 
depending  on  the  expected  scarcity-values  of  the  markets;  but 
as  ’’corporeal”  property  it  is  simply  expected  use-values 
rega3:'dless  of  vh.at  it  is  worth  as  assets.  A business  firm, 
during  a slump  in  prices,  does  not  lose  its  corporeal  property 
- it  retains  the  same  quantity  of  use -value  raeasured  by  tons, 
yards,  and  so  on.  But  it  loses  its  assets,  its  in- 
tangible property  - the  expected  scarcity-values  of  the  same 
physical  things,  cut  measured  now  b.y  dollars.  Its  ’’propert^^” 
remains,  but  its  assets  are  gone.  Or  rather  we  should  say, 
its  propea^ty  in  use- values  remains  but  its  property  in 
scarcity  values  is  gone.  Property  in  use-values  is  corporeal 
property  and  belongs  to  engineering  economics;  property  in 
scarcity-value  is  intangible  property  and  belongs  to  political 
economy. 

Maclcod’s  ’’immaterial”  property  is  also  to  bo  classed  as 
intangible,  and  treated  in  the  same  v/a.y  as  !-ls  corporeal. 

Eis  immaterial  property  is  the  human  abilities  - manual, 
mental,  managerial  - belonging  to  the  individual  and  saleable. 
If  he  uses  his  abilities  solely  for  his  own  use,  without 
regard  to  selling  his  services,  the  term  ’’immaterial”  is 
perhaps  allowable,  on  analogy  to  the  tern  corporeal.  It  is 
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i.iis  abilities*  But  if  iic  s 

on  the  labor  marhet  then  the  expected  incoiLe  is  the  scarcity- 

value  of  the  same  abilities,  novv  to  be  hnorn  as  his  intangible 

property.  Lis  abilities  are  ids  assets.  The  labor  marlcet 

is  similar  to  the  comr'odity  market  ano,  the  credit  market  - it 

too  is  an  expectation  of  transactions  turning  on  relative 

scarcity-values^  And  it  is  because  this  e:.:pectation  of 

scarcity-values  is  deemed  to  be  property  that  the  Araerican 

courts,  vdthin  the  past  forty  years,  have  extended  the  in- 

^juctive  process  to  the  employer's  right  of  access  to  a labor 

£ 

market  as  one  of  his  property-rights.  It  also  may  be  con- 
sidered a property  of  the  laborer,  in  nhici;.  case  his  ^Mob" 
is  Ills  property  - his  going  business  - consisting  in  his 
expectation  of  a daily  and  hourly  repetition  of  beneficial 
transactions  with  his  emplo^^er.  In  all  cases,  irxtangible 
property  is,  in  ethics  and  law,  an  expected  reciprocal  relation 
of  liberty  and  exposure,  and,  in  economics,  an  expected  repe- 
tition of  scarcity-values  of  transact!  ons. 

Sixth.  From  these  c ons iderat ions  it  will  be  scon  that 
Maclcod^s  notion  of  Duty  requires  analysis  as  to  the  kind  of 
behavior  expected  of  one  on  whom  the  dut.y  rests.  And  this 
recuircs  furtiicr  distinction  between  opposite  legal  relations 
and  oollatGral  legal  relations.  Opposite  relations  are  the 
creditor-debtor  relations  of  iiicorporcal  property  and  the 
buyer-seller  relation  of  intangible  property.  They  are 

1 Lot  the  subjective  utility  of  hedonism  but  objective  use- 
value  of  engineering  economics . 

£ Commons  and  Andrevjs,  Labor  Legislatior,  000. 
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righto,  in  the  one  case,  and  liberties,  in  the  other  case,  of 
pcrformanoco  But  coiiatcrai  relations  are  negative  - thej.r 
right-duty  relation  is  the  right-duty  of  ^’'oriission” , that 
is,  non-perf ormance , nen-interf oreneeo 

Hero,  L^owever,  it  is  necessary  to  find  economic  di- 
mensions of  the  human  rili  in  order  to  connect  the  legal  with 
the  economic  functions  that  make  up  the  transaction.  The 
usual  legal  distinction  between  an  "’act’’  and  an  "omission” 
is  inadequate,  because  these  refer  only  to  a specific  case 
at  law,  and  take  no  account  of  the  economic  alternatives 
imposed  on  the  individual,  when  he  is  compelled  to  "omit" 
an  act.  Eacl.  act  is  a choice  of  alternatives,  and  if  the 
individual  is  to  be  looked  upon  as  a whole  and  his  personality 
to  be  preserved  as  a unified  being,  his  will  itself  must  be 
defined  so  as  to  take  in  ail  present  and  expected  alternative 
acts,  and,  indeed,  all  that  we  have  indicated  by  tiie  economic 
dimensions  of  opportunity,  competition  and  power.  If  this  is 
done  then  it  v;iil  be  foimd  that  every  act  of  a human  being  is, 
at  one  and  the  same  time,  an  act  of  three  physical  and  economic 
dimensions  - a performance,  an  avoidance,  a forbearance. 

On  the  legal  side,  a lav/fui  performance  is  a legal 
tender  of  money,  or  legal  delivery  of  quantity  and  quality  of 
commodity  or  service,  or  lawful  alienation  or  acquisition  of 
title,  all  of  whici*  arc  comprehended  as  the  active  part  taken 
by  individuals  participating  in  transactions . They  are 
"acts".  As  such  they  arc,  on  the  legal  side,  cither  a 
legal  duty  in  the  case  of  debts  or  a legal  liberty  in  the 


case  01  maricets.  But,  an  the  economiG  side,  the  periormance, 
or  act,  is  some  portion  or  all  of  that  aetivity  Tviiloh  fur- 
nishes to  others  a part  or  ail  of  that  odject  of  Value  vhiose 
functional  parts  are  use-value,  scarcity-value  and  futurity- 
discount.  It  is  performance,  then,  willing  or  unwilling,  that 
connects  tiie  legal  and  economic  dimensions  of  transactions, 
end  is  loth  a legal  duty  of  liberty,  and  a constituent  di- 
mension of  economic  value. 

But  a performance  is,  at  the  same  time,  an  avoidance, 
rather  than  an  '^orniission”.  Avoidance  is  the  fitting  word, 
because,  owing  to  the  fact  that  the  will  is  a living  orgaiiism 
of  the  whole  active  body  and  mind,  it  must  act,  and  therefore, 
if  it  is  compelled  to  ”omit"  all  other  acts  it  must  choose 
that  one  performance  not  omitted.  This  is  the  economic 
necessity  of  choosing,  enforced  upon  a living,  organism. 
Furthermore,  omission  includes  all  the  rest  of  tl-e  universe, 
but  avoidance  refers  to  the  next  immeaiate  alternative.  It 
is  upon  this  economic  necessity  of  choosixig  between  alternatives 
that  the  courts  often  enforce  indirectly  the  duty  of  '’'specific 
performance'*  by  enforcing  a duty  of  avoidance  of  ail  livable 
alternative  peri ormances . It  is  unlawftil,  ur. der  the  Thirteenth 
iimendment,  for  the  court  to  coiimiand  the  specific  performance 
of  working  for  a specific  employer,  but  by  in^Junction  against 
working  for  any  competing  employer,  no  livable  alternative  is 
left  but  to  woihc  for  the  specific  employer.  Cn  the  legal 
side,  too,  it  is  the  duty  of  avoidance  that  runs  against  all 
collateral  persons  above  inentioned,  and  this  means  that,  if 
they  must  avoid  interference  with  an  actual  or  prospective 
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econoraie  relation  of  creditor-debtor  or  seller-buyer,  they 
find  it  oconomically  eompulsoryj  if  alternatives  are  scarce, 
to  engage  in  sorae  other  transaction,  against  which  there  is 
no  duty  of  avoidance.  Thus  the  worker  who  must  not  take 
another  worker’s  job,  or  the  business  man  who  must  not  take 
another’s  customers,  must  find  or  make  a job  or  business  which 
lie  may  take. 

Finally,  every  performance  is,  at  the  same  time,  a for- 
bearance, insofar  as  the  person  does  not  e:>:ercise  his  full 
physical  or  economic  power.  This,  again,  may  be  a duty  a?  a 
liberty  - a duty  of  forbearance,  as  when  a public  utility 
corsipany  is  prohibited  from  ciiarging  iiiore  than  a reasonable 
price,  or  a lender  from  exacting  usury;  or  a liberty  of  per- 
formance or’  forbearance  when  a business  man  or  laborer  is 
permitted  to  use  iiio  own  judgment  as  to  ho?;  far  he  v/ill  go  in 
exercising  his  physical,  moral  or  economic  power  in  a trans- 
action. Thus  a ’’forbearance”  is  not  to  be  defined  as  an 
’’omission”  - it  is  a performance,  restrained  or  regulated  by 
seif  or  by  ethics  or  lav/. 

Seventh.  If  we  attempt  to  bring  together  in  a typical 
formula  these  various  functional  acts  and  expectations  of  a 
transaction,  the  formula  will,  unf ortunateiy,  be  complex  and 
detailed  compared  with  the  simple-minded  formula  of  a ph.ysicai 
exchange  of  the  physical  and  hedonic  economists.  The  attempt 
is  made  in  the  following  ’’formula  of  a transaction”,  wherein 
the  unifying  principle,  willingness,  is  supposed  to  exhibit 
itself  in  individual  and  collective  action,  present  and  expect- 
ed. The  formula  applies  to  any  of  the  throe  dimensions 
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of  the  v/iii-in-action,  whether  performance,  avoidance  or 
forbearance.  It  is  supposed  to  apply  to  ail  hinds  of  collective 
action,  whether  of  custom  or  going  concerns,  operating  on 
individuals  through  working  rules,  and  vdietiier  their  sanctions 
are  tiie  moral  sanctions  of  collective  opinion,  the  economic 
sanctions  of  gain  or  loss,  or  the  physical  sanctions  of  sov- 
ereignty. In  other  words  it  applies  to  ^legal”  and  "e>:tra- 
legal*'  sanctions,  the  latter  being  ordinarily  known  as  ethical 
sanctions.  It  3g)piies  also  to  all  individuals  participating 
in  a bargaining  transaction  by  way  of  Inducements  to  other  in- 
dividuals. The  managerial  and  governmental  transactions 
require  later  modification.  It  includes  the  evident  fact  of 
the  credit  system  in  that  the  bankeins,  who  buy  and  sell,  on 
the  debt  markets,  the  negotiable  promises  created  by  the 
participants  in  transactions  on  the  conmiodity  markets,  are 
themselves  therefore  also  more  or  less  active  participants  in 
the  conimodity  transactions. 

Here  the  focus  of  the  Transaction  is  Value  in  its 
vario.ble  dimensions  of  Futurity,  Usefulness  and  Scare it.y, 
attributed  to  tangible  things  and  human  services,  the  tangible 
things  being  themselves  also  expected  human  services  to  be 
furnished  indirectly  through  physical  materials.  The  measurable 
quar.ititx?'  of  the  present  value  is  determined  by  the  opportun- 
ities offered  by  the  sellers  to  the  buyers  and  by  the  buyers 
to  the  sellers;  by  the  competitors  of  buyer  with  buyer  and 
Seiler  with  seller;  by  the  relative  economic  power  of 
each  to  witlihold  his  commodity  or  money;  and  by  the  dis- 
co-anted expectations  of  future  production  and  prices, 


• I- 


■ III  . 


fi 


•X tit. ' Iliift  . 11-.  J 


~3o~ 


Gvidoncod  by  the  credit  advanced  by  the  several  bankers 
through  the  purchase  and  vsale  ol  the  debts  incurred  in  the 
transaction. 

This  quantity  of  Value  is  also  deternined  by  the  collec- 
tive worlcing  rules  v/hich  regulate  the  performance,  avoidance 
or  forbearance  of  individuals,  vdicther  these  rules  are  laid 
down  by  custom,  )jy  court  decision  in  forraulating  the  common 
law,  by  Gomjnercial  or  industrial  arbitration,  by  adininis trativo 
or  managerial  orders  of  a superior  addressed  to  an  inferior, 
or  ''oy  statutes  of  legislatures  or  other  constituted  boards  of 
directors*  Conse- ucntly  these  working  rules  go  further  than 
that  which  Macleod  designates  a ”right  of  action”.  They 
include  ail  collective  action,  even  the  unorganized  action  of 
custom,  known  as  ethics,  with  its  purely  moral  sanction  of 
opinion,  and  the  organized  sanctions  of  ail  going  concerns 
whether  oconomic  or  legal.  For  this  purpose,  the  legal 
terxTi  ”action”  is  given  a v/ider  moaning  than  its  technical 
legal  mcesning.  It  means  all  collective  action  which  brings 
moral,  economic  or  legal  pressure  on  individuals.  This 
conforms  to  legal  terminology.  The  narrovyost  legal  mean- 
ing of^action”,  as  stated  by  Bouvicr,  is  ”thx  formal  demand 
of  one’s  right  from  another  person,  made  and  insisted  on  in 
r.  court  of  Justice’^  A wider  legal  meaning  of  ’’action” 
includes  ”all  the  f.^rmal  proceedings  in  a coui^t  of  justice 
attendant  upon  the  demand  of  a right  made  by  one  person  of 
another  in  such  court,  including  an  adjudication  upon  the 
right  and  its  enforcement  or  denial  b.y  the  court”. 

1 Bouvicr,  Law  dictionary,  title  ’’action”. 
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ctill  \vidGr  meaning,  v;hich  yjo  employ,  inciu-des  all  "extra- 
legal-^  adjudications  of  commercial  and  industrial  arbitration, 
and,  even  wider  still,  the  moral  and  economic  pressure 
exerted  by  ^'business  ethics",  trade  union  rules,  trade 
agreements,  the  "live-and-lot-live"  and  "f ollow-your-leader" 
policies  of  modern  busine-.-s  and  unorganized  labor,  which  v;e 
comprehensively  name  "oust ora"  - in  short,  the  legal  term 
"action"  is  extended  to  all  expected  coiloctivc  action. 

These  oocpcctations  of  collective  action  are  analysed  by 
Hohfeld  as  certain  Powers,  disabilities.  Immunities  and 
Liabilities  of  individuals,  usually  confused,  as  he  says,  ‘with 
rights,  no-rights,  no-dutios  and  duties.  But  their  meaning  is 
quite  different.  A "power",  says  Hohfeld,  is  the  legal  capacity 
which  one  has  to  "change  the  legal  relations"  of  self  or  others, 
as  when  a title  of  ovrnership  is  alienated  and  transferred  to 
another  by  not  only  an  ov/ncr,  but  also  by  a guardian,  a 
trustee  or  agent  who  does  not  have  the  rights  of  ownership. 

It  includes  powers  of  appointm.ent , povrer  to  acquire  title, 
the  powers  of  public  officials  and  similar  authority  conferred 
05-  law  to  change  the  rights,  duties,  liberties  and  exposures 
of  individuals.  The  nearest  synonym  of  power,  says  Hohfeld, 
is  legal  ability,  the  negation  of  which  is  legal  disability, 
but  the  Gorrelati'/o  of  which  is  legal  liability  of  an  opposite 
person  to  the  change  in  legal  relations,  the  correlative  of 
disability  being  iiumunity. 

These  are  terms  applied  by  Hohfeld  to  private  law,  but 
if  wc  pass  to  public  law,  or  the  law  of  the  constitution, 
which  lays  do?/n  the  powers  of  public  officials,  we  find  tha.t 
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tlieso  terms  may  he  given  a constitutional  meaning  reg^Jiiating 
the  performance,  avoidance  and  forbearance  of  constituted 
officers,  as  when  the  constitution  of  the  United  States 
prohibits  a state,  that  is,  state  'officiais,  abridging  the 
privileges  or  immunities  of  citizens  of  tiie  United  >States  or 
depriving  an^r  person  of  life,  liberty  or  property  without  due 
process  of  la^Vo  This  ^depriving”  of  life,  liberty  or  property 
is,  of  coiu'se,  depriving  of  the  rights  and  liberties  of  life 
or  property*  And  this  ’’abridging”  of  privileges  and  immunities 
is  abridging  the  legal  ability  (pov/er)  of  the  citizen  to  call 
upon  the  officials  of  the  State  in  an  action  to  safeguard  his 
rights  or  liberties,  or  abridging  the  immunity  of  the  citizen 
from  action  by  officials  in  depriving  him  of  rights  or  liberties* 
The  behavioristic  situation  is  made  apparent  by  the 
auxiliary  verbs  proposed  by  Corbin  and  tiio  Yale  law  faculty, 
and  these  are  arranged  in  our  formula  of  a transaction  along 
with  the  nouns  which  give  names  to  the  activities*  Thus,  if 
8 person  has  legal  ’’ability”  he  has  legal  power  or  legal 
capacity,  expressed  by  the  verb  ”can”,  in  that  he  can  call 
upon  collective  action  to  assist  him  in  enforcing  alleged 
duties  upon  opposing  persons*  The  situation  of  the  opposite 
person  is  one  of  liability  to  compulsion  by  reason  of  which 
he  ’’must”  or  ’’must  not”,  and  this  means  compulsory  performance, 
avoidance  or  forbearance*  The  other  terms  follow  logically. 
Disability  is  ’’no-power”  - he  ’’can  not”  have  the  aid  of 
officials,  ccnd,  if  he  can  not,  then  the  opposite  person  en- 
tioys  immunity  from  collective  compulsion,  hy  reason  of  which 
he  "may”  periorm,  forbear  or  avoid,  as  he  wisi-os* 
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It  is  ^.vidcnt  that  if  these  o:}:tensioii  of  Hohfeid^s  analysis 
to  the  field  of  constitutional  law  and  collective  action  is 
allowable  in  the  case  of  the  State  and  all  its  agencies  up  to 
the  policcj  the  sheriff,  the  constabulary,  the  posse  comitatus 
and  the  army,  it  is  also  allowable  in  the  case  of  all  collective 
action,  whether  the  concerted  but  unorganised  action  of 
custom,  or  the  organized  action  of  corporations  and  other  going 
concerns*  The  differences  are  in  the  procedure  and  the 
sanctions. 

If,  now,  we  apply  to  this  situation  the  same  analysis  of 
future  and  present  v/hich  we  have  found  applicable  to  the  meaning 
of  Value,  then  this  collective  action  is  a possibility 
lying  in  the  futm?G,  which  is  expected  if  necessary.  As 
such,  it  is  just  as  much  present  in  the  present  activity  of 
individuals  as  any  other  expectation*  And  this  gives  us  the 
two  present  conscciuoncGS  of  Futurity,  the  individual’s 
’'expecta.tions”  and  his  corresponding  ’’status’^  or  position 
within  the  going  concern  of  which  he  is  a member  and  participant. 
It  is  to  tiiesG  expectations  that  Right  and  Duty,  with  their 
negatives,  no~right  and  no-duty  apply,  A right  is  an  expectation 
that  the  ^possessor”  will  have  the  ability  or  power  to  rely 
upon  coiiective  action  to  assist  him  in  his  transactions  v/ith 
other  persons,  and  his  duty  is  his  present  expcc taction  of  a 
liability  to  have  collective  action  exert  compulsion  upon  him. 

So  with  no-right  and  its  correlative  no-duty.  It  is  an  expected 
disability  or  no-pow'cr  to  have  the  aid  of  collective  action, 
and  an  expected  Immunity  or  no-compuision  to  be  subjected  to 
collective  action. 
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And  if  the  individual’s  position  or  status  within  the 
conoern  is  given  a corresponding  name,  then  his  right  is 
his  status  of  expectation  that  coileotive  action  does  now  and 
will  afford  him  security  in  his  transactions,  if  necessary, 
and  this  status  of  security  is  no  greater  or  less  than  the 
status  of  conformity  and  its  expected  compulsion  of  the  opposing 
person*  But  liberty  is  the  status  brought  about  by  no-duty  by 
reason  of  the  expectation  that  collective  action,  vdrether  by 
custom  or  organisation,  will  give  him  immunity;  and  exposure  is 
the  correlative  and  equivalent  status  or  position  in  which  a 
person  is  left  whose  Disability  indicates  that  he  has  no-powe;’, 
and  therefore  cannot  call  upon  collective  action  in  that  par- 
ticular periormance,  avoidance  or  forbearance  of  an  opposite 
person. 

'Thus  rights  and  liberties  are  not  something  previously 
fixed  in  a metaphorical  state  of  nature  but  are  something 
expected  in  a state  of  collective  action,  and  are  as  variable 
and  changing  as  the  different  kinds  and  extent  of  that  action. 

If  all  parties  expect  to  be  treated  alike  in  this  respect  then 
each  individual  has  a reciprocal  and  equal  set  of  rights  and 
duties,  no-rights  and  no-duties*  And  even  if  they  are  net 
treated  alike  there  is  still  reciprocity,  but  without  equality, 
since  each  depends  on  others  through  transactions  for  his 
living*  But  it  is  unequal  reciprocity,  to  be  disignated 
discrimination  or  unequal  opportunity,  unfair  competition  or 
extortion.  These  latter  are  economic  ’’reciprocals”  but  not 
ethical  ’’reciprocity”.  The  economic  status  of  any  person 
within  a transaction  or  going  concern  is  nothing  else  than 
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these  expectations. 

This  formula,  it  will  be  seen,  is  comprehensive  enough 
to  apply  to  all  t^^pes  of  property-rights , vvhether  corporeal, 
incorporeal  or  intangible.  In  order,  then,  to  make  the  dis- 
tinction betiveen  the  incorporeal  property  of  expected  debt 
payments  and  the  intaiigible  propcirty  of  expected  market 
transactions,  it  is  necessp.ry  to  break  the  formula  into  throe 
parts  corresponding  to  the  appropriate  division  of  the  will 
as  a.  duty  of  poriormanee,  a liberty  of  performance  or  non- 
pcr-ormancc,  and  a duty  of  avoidance  by  collateral  persons. 

Taking,  first,  the  Incorporeal  Property  of  a reciprocal 
duty  of  performance,  the  psychological  relation  is  command 
and  obedience,  v/e  have  t\wO  types  of  such  duties,  the  duty 
of  the  debtor  to  pay  money  in  consideration  of  the  duty  cl  the 
creditor  to  deliver  a conmiodity;  and  the  duty  of  the  employer  to 
pay  vmigcs  in  consideration  of  tlic  duty  of  the  employee  to 
deliver  a scrvico.  Each  of  these  duties  of  per  ormanco  comes 
into  axis  tone  c at  the  time  vhicn  the  agreement  is  mace,  and 
oaeii  performance  is  a resulting  expectation  coming  into  actual 
oxistoncG  at  a later  period  of  time.  The  creditor  is  the  one 
who  makes  his  performance  first,  following  the  agreement,  and 
the  debtor  makes  his  after  a lapse  of  time.  So  that  the  cm- 
pioyeo  is  usually  the  creditor  and  the  employer  the  debtor.  If 
the  time-position  is  reversed  then  the  creditor-debtor  positions 
are  reversed.  In  cither  case  there  arc,  two  duties  reGiprocall.y 
created  by  the  agreement.  The  typical  formula  follows: 
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Hext,  the  Intangible  Property  of  reciprocal  liberty  and 
exposm^e  of  performance  upon  any  commodity  narket,  any  labor 
aarkety  or  any  debt  market,  is  the  reciprocaJ-  free  choice  of 
opportunities  and  free  c orapetition,  unrestrained  by  any  rules 
of  a governing  concern*  and  the  psychological  relation  is 
therefore  reciprocal  persuasion  typified  hj  the  valuable 
economic  expectation,  the  good  will  of  a going  business^ 

Here  there  are  no  rights  and  no  duties  as  between  opposite 
parties,  meaning  thereby  that  the  State  or  other  collective 
action  leaves  to  each  a liberty  of  performance,  forbearance 
or  avoidance,  and,  reciprocally,  leaves  each  exposed  to 
the  liberty  of  the  otiicr.  This  ” intangible”  property,  as 
stated  above,  applies  to  Macleod^s  ^corporeal  property” 
insofar  as  it  is  the  liberty  - not  the  rigiit-  to  soli  the  prop- 
erty on  the  market  at  its  scarcity- value.  And  it  applies 
to  his  ^iiTimateriai  property”,  or  labor,  insofar  as  it  means 
the  liberty  to  sell  his  services,  at  their  scarcity-value, 
upon  the  labor  market.  The  formula  follows: 
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Finally,  each  of  the  Beveral  k5.n(ls  of  property,  corporeal,, 
ixacorporeal  and  intaiicillo.  is  secured  for  ovniers  and  par- 
ticipants in  transactions  “by  multitudes  of  reciprocal  duties 
of  avoidance  running  against  all  parties  indii ferently,  in- 
cluding even  the  participants  themselves,  and,  under  consti- 
tutional law,  against  officials  of  the  concern  or  the  State. 
These  are  the  ^^must  nots”  of  the  original  and  primitive  custom 
of  property  and  personality,  the  Ten  Conuaandments  of  avoidance. 
They  are  "multital'%  in  the  words  of  Hohfeld,  because,  while 
they  run  against  all  persons  indifferently,  they  give  rise  to 
a right  of  action  only  on  occasion  of  an  operative  fact  wherein 
a particular  individual  emerges  from  tlie  multitude  and 
trespasses  upon  the  e^cpectations  of  corporeal  property,  or 
infringes  upon  the  eoipectations  of  intangible  property,  oc 
obstructs  the  expectations  of  incorporeal  property.  In  the 
case  of  corporeal  property,  whose  value  is  the  expected 
use -value  of  the  physical  object,  the  duty  of  avoidance  .is  the 
duty  of  non-interference  with  its  use  by  the  owner,  but  in 
the  case  of  its  exchange-value  it  is  duty  of  non-interference 
with  access  to  markets.  The  same  with  ail  intangible  property 
rights  - that  which  must  be  avoided  is  obstruction  or  inter- 
ference with  participation  in  bargaining  transac tions . But 
in  tiiO  case  of  incorporeal  proport  ■■  it  is  interferenoG  v/ith 
the  duty  of  the  debtor  to  pay  money  owed,  or  to  deliver  a 
commodity  or  perform  a service  owed. 

Those  duties  of  avoidance  are  the  rights  to  bo  "let 
aiono"  by  individuals  and  the  right  of  laisscz  fairc  by 
officials.  They  are  the  lawyer’s  rights  in  rem  - fhe  right 
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to  a ” thing”  - including  thnt  intangible  ” thing”,  the  eixpcct- 
ati on  of  transactions  - against  ail  the  v\rorld,  which  became  a 
right  in  personam  against  the  t3?cspasscr,  infringer,  or  ob- 
structor, who  emerges  from  all  the  world. 

Plainly  the  duty  of  avoidance  affects  the  expectations 
of  value  - in  fact  if  there  is  no  such  duty  whatever  then 
there  is  no  private  property  whatever,  and  ail  things  become 
common.  The  formula  is  as  follows: 
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Tho  v/liole  and  its  Parts 

X!e  have  derived  eight  meanings  from  Ilacieodhs  single 
meaning  of  ^^righip’,  hv  distinguishing  a transaction  from  an 
eixohange  and  a commodity;  dj  analyzing  bio  notion  of  the 
fut'x^e  and  the  present;  by  distinguishing  collective  sanctions 
jrom  individual  inducements ; by  analyzing  the  dimensions  of 
behavior  called  for  in  the  meaning  of  duty;  and  by  analyzing 
the  meaning  of  sconooiic  value  as  connected  with  these  meanings 
of  rights. > The  eight  meanings  of  right  divide  themse-lves  into 
the  following: 

(1)  Corporeal  property,  the  expectations  of  the  use- 
values  of  things  and  services: 

(2)  Intangible  property,  the  expectations  of  the  scarcity- 
values  of  things  and  services; 

(3)  Incorporeal  property,  the  expectations  of  debt  pay- 
ments; 

(4)  iTegotiability,  the  expectation  of  collective  ability 
to  change  the  legal  control  over  xLings  and  persons; 

(5)  Rights  of  action,  the  expectation  of  collective 
action  in  regulating  individual  action; 

(6)  ‘The  expectations  of  three  kinds  of  collective  action, 
distinguished  as  ethical,  economic  and  physical; 

(7)  The  expectation  of  three  dimensions  of  individual 
or  collective  action,  performance,  avoidance  or 
forbearance ; 

(8)  The  expectations  of  variable  economic  vaiuos  which 

are  the  subject-matter  of  the  different  meanings  of  rJ.gnjs. 


k 


The  question  of  me thocioio.^y  arises,  v/hicii  -u  have  hinbea 
;..t:  Lovj  ean  these  various  mcaiiine;G  of  ri:^:_t;:;  and  values  he 
reduced  to  a system  of  thou5',ht  'bas'cd  ui^on  a single  principle 
vdiich  unifies  fchofr;?  Other  soionccs  sceh  a unifying  prinoiplo, 
uhich  shall  relate  the  parts  to  the  whole  in  a consistent 
scL-nne  cf  functional  intcracti ons - lidclcod  found  his  unify- 
irg  principle  for  economics,  as  did  the  classicp.l  and  hedonic 
economists,  in  the  subjective  principle  of  Desire,  with  its 
pain  of  iniisat isf iod  wants  and  its  pleasure  oi  satisfying 
the  \/arits.  But  he  pointed  out  that  desire  is  subjective  and 
immeasurable  and  therefore  he  fined  upon  cncl.angoahility  of 
commodities  as  the  external  mCsUsurable  dimension  of  desire. 

Eis  criticism  is  valid  as  against  the  hedonic  economists,  but 
not  as  to  enchangcability.  Desire,  pleasun-'e  end  pain  arc  un- 
differentiated and  make  no  distinction  between  the  want  ior  a 
tool,  or  a meal,  or  for  justice,  or  for  ca  debt  payment,  or  for 
the  gooci  will  of  customers,  laborers  or  baiheers*  As  well  solve 
the  problems  of  economics  by  the  attraction  of  gravitation  as 
by  the  attraction  of  desire. 

But  a similar  criticism  holds  against  his  cnolusive  at- 
tention upon  cnchangcability  of  comieoditiGS , in  which,  as  he 
rightly  says,  he  v/as  merely  following  the  physiocratic , classic 
al  and  mathematical  economists.  Exchangeability  eliminates  all 
differences  among  commodities,  and  includes  objects,  liZee  debts 
which  are  not  commodities  except  by  eu. taphor.  To  get  rid  of 
metaphor  we  analyec  • he  details  which  had  previously  been  mixed 
by  metaphor,  \Jo  find,  then,  that  the  metaphor  w’o.s  taken  over 
froEi  a previously  developed  more  simple  science  such  as 


physios  OP  'bioio£;y  anu  can  'by  no  means  compass  tlis  ecfi].p.lic--tcvl 
details  of  economic  science,  LIa.cleod  toolc  l.is  metaphors  .from 
physics.  Predecessors  and  successors  ha.VG  taken  their  me  ha- 
shors  from  bioi ory.  But  that  vi/hich  is  not  metaphor  is  eco- 
nomic institutions  rdiich  v/e  call  transactions  and  going  con- 
cerns, Even  in  physics  and  biology,  as  well  as  sociology, 
scientific  method  has  advanced  beyond  the  time  of  Macleod  who 
knew  neither  the  relofcivity  ox  time  and  space,  nor  the  evolu- 
tion of  life,  nor  the  evolution  of  institutions , But  modern 
science,  influenced  by  these  three  discoveries,  begins  not 
with  a simple  general  cuality  like  desire  of  exchange  - it 
begins  witii  a unity  of  highly  complicated  parts,  Vihitehead 
remarks  that  18 th  century  science  had  no  notion  of  the 
organic  unity  of  the  wholo,  such  as  now  is  implied  in  electrons, 
protons,  molecules  and  living  bodies,  Tliis  was  true  al.so  of 
most  of  the  nineteenth  century,  at  least  in  economics,  and  ivS 
seen  in  Maciood^s  statement  of  the  requirements  of  an  inductive 

science,  wiiich  are  indeed  the  rcQuircmonts  ci  tnc  classical 

1 

•and  hedonic  cconomistSo  fhe  inductive  motij-od,  he  says, 
consists  in  searching  for  conceptions  and  aziioms  the  most  per- 
fectly general,  and  such  that  no  one  of  them  involves  more 
than  one  fundamental  idea.  Then  by  deduction,  or  logic, 
all  of  the  degrees  and  variabilities  of  that  general  idea 

1 See  Llcngcr,  d-irl*  kethoden  dor  Sozi:: Iv^isscnsehaf ten  (1883) 
and  my  comparison  of  iicngor  and  Schmolor,  in  '^Bas  Anglo - 
.-imorikanschc  kceiit  und  die  V/irthschaf  bstiic  oric , in  3 I)ic 
hirtsehaf ts-Thoorio  dor  gegenwart  £95  (19£8), 


Gan  bo  worlced  out*  This  .goncral  concept  is  a certain  "ouaiity*' 

abstracted  from  all  others,  Vvfiich  in  economics  is  v^eaith  and 

i 

whoso  noasiiro  is  Gmciicnj^e-vaineo 

V/hitohoad,  on  the  contrary,  in  formaiating  the  method 

of  modern  science;,  begins  *witli  the  c omnlc-xity  of  ail  the 

S 

factors  at  a point  of  time  which  he  names  an  Event,  and 
then  combines  events  into  a tine-succession  which  he  names 
an  "organic  mechanlsm'h  The  "event"  has  the  properties  of 
retention,  endurance,  reitoratioHj  and  this,  \'’e  may  say,  is, 
as  it  were,  a cross  section  at  an  instant  of  time;  but  the 
mechanism  is  "organic”  and  is  a hind  of  prolonged  event  hav- 
ing, as  whitei-ead  says,  a oast,  a present  realization  and  a 

3 

future  life  in  its  futuie  events • 

Evidently  wiicn  whitehead  injects  the  ideas  "organic" 
and  "future  life"  into  a physical  mechanism,  such  as  an  atom 
the  universe,  he  is  introducing  metaphors  transfered  from 
living  creatures  and  the  human  mind.  Wc  need,  therefore,  to 
distinguish  a physicaa  mechanism  from  a living  mechanism, 
more  properly  an  organism,  and  an  organism  from  the  corres- 
ponding "social  aechanism",  a social  instituion,  which  we 
name  a going  concern,  hhitehcad^s  "organic  mechanism"  is, 
less  mietaphorically,  a going  mechanism;  out  a living  body, 
from  microbe  to  man,  is  a living  and  dying;  organism;  while  a 

1 Macicod,  Elements  1:27. 

2 Sec  also  Bruits,  Holism,  and  Ahely  Mss. 

o.  Whitehead,  A.  H.  , Scionco  and  the  Modern  World,  112  151, 
(1925). 
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social  institution  is  a purposeful  going  concern.  A meah- 
oniSTa  is  a succession  of  dead  events:  that  which  corresponds, 
in  an  organism,  to  an  event  is  the  metaoolism  which  changes 
dead  matter  Into  living  matter,  and  back  again:  and  the 
corre sponding  "event"  in  a social  institution  is  the  trans- 
actions whose  expected  repetition  and  multiplication  are  a 
going  concern > 

If  we  seek  for  distinguishing  principles  upon  which 
can  be  unified  into  a moving  whole  these  different  types  of 
going  mechanisms,  wo  shall  seek,  not  for  an  "axicm’^  for  purposes 
of  deduction,  but  for  a characterization  which  will  distinguish 
om  from  the  other.  For  this  purpose  the  principle  of 
mechanism  is  blind  pressure,  the  principle  of  organism  is 
struggle  for  life,  the  principle  of  going  concorns  is  con- 
certed action  for  joint  ends  in  the  future.  Or,  stated  more 
anthropologically,  the  principle  of  Mechanism  is  Energy, 
of  Organism  is  Scarcity,  of  Going  Concern  is  Willingness. 

The  reasons  for  seeking  these  unifying  principles  are 
found  in  the  r'‘lations  of  the  parts  to  the  whole,  and  this  is 
but  another  way  of  stating  a doctrine  of  relativity.  Fach  part 
performs  a function  in  maintaining  the  oxistonco  of  the 
whole,  such  that  a change  originating  in  one  part  is  followed 
by  changes  in  all  of  the  ethers,  and  therefore  by  change  in 
the  whole  mechanism,  organism  or  concern.  These  functional 
changes,  geinm  on  among  the  parts,  arc  themselves  the  events, 
motabolism:s  cr  trr.nsa ctions , -ind  their  repetition  is  the 
mechanism,  org  nism  or  concern,  rience,  by  the  terms  Energy, 

Sc.'.rcity  and  Willingness  is  meant,  not  a substance  nor 


entity,  but  a generalization  of  related  inoticns  characterized 
as  a '^principle’’  or  similarity  running  through  all  xhe  changing 
parts  and  helping  the  mind  of  the  investigator  to  heep  their 
diversity  together  in  a persistent  form  of  unity. 

A set  of  terms  used  in  economics  for  this  changing  re- 
lation of  the  parts  tc  the  whole  is  "limiting  and  comple- 
mentary factors".  This  is  a concept  of  the  changing  relations 
of  the  parts  to  the  7/hole  when  such  change  is  brought  about 
by  the  human  will. 

Since  the  time  of  Hicardo,  with  his  formula  of  diminish- 
ing returns  in  agriculture  - much  more  widely  stated  for  all 
industries  by  Turgot  - economists  have  sensed,  piecemeal,  the 
doctrine  of  relativity  implied  in  limiting  and  complemontary 
factors.  iCarl  Menger,  in  1371,  advanced  the  ooctrino  decidedly 
hj  his  formal  theory  of  complementary  goods  wherein  the  scarce 
or  relatively  irreplaceable  factor  in  a total  complement  of 
land,  labor  and  capital,  absorbs  all  of  the  value  of  a group 
left  over  after  deducting  tho  values  of  displaceable  factors. 

In  this  ho  was  followed  by  Bohm-Bawerh,  Wieser  and  J . 3»  Clarir. 

This  doctrine,  when  the  time  factor  is  adequately  in- 
corporated, becomes  a doctrine  of  tho  changing  functional 
relations  between  limiting  and  complemontary  factors.  The 
terms,  in  human  economy,  indicate  tho  relative  importance 
assigned  to  different  factors,  according  to  their  increase 
or  decrease  in  abundance  relative  to  the  other  factors,  each 
one  of  which,  in  at  least  a minimum  quantity,  is  essential 
to  the  operation  of  the  whole  as  a unit.  Limiting  and 
complementary  factors  aro,  in  short,  a statement  of  the  way 
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jn  which  the  parts  aro  related  to  the  y;holo  through  sodo 
principlG  of  ■unity  of  action,  by  which  the  parts  uro  pro- 
pox'*  ti  one  d to  ouch  other  in  such  a way  as  to  got  the  maxiinuia 
result  01  their  functional  in tor act ion* 

That  meaning  of  scarci ty- value , thoroforo,  which  is 
concrete  in  the  actual  ’values  and  valuations  of  individuals, 
is  rhe  rolc.tiv.j  importance,  for  tho  present  action  of  self, 
imputed  to  what  is  believed  will  turn  out  to  be  tho  limiting 
f .-ictor  WHO  so  control  at  the  present  time  and  place  is  ex- 
pected to  obtain  cr  retain  control,  not  only  of  the  desired 
GOTTiplomcritary  factors,  but  also  of  the  whole  opor-.iting 
mechanism*  Th-^  factors  themselves  are  continually  changing 
their  relations  to  each  other*  \^hat  is  now  a limiting  factor 
becomes  complementary  when  once  it  has  boon  obtained,  and 
then  anothor  factor  becoiTiOS  the  limiting  one  in  order  to 
retain  or  exp.^nd  that  which  previously  had  boon  tho  limiting 
factor,  but  is  now  complemontarye  The  sagacious  man  is  ho 
who  attends  to  the  limiting  factor  at  the  time  and  place, 
hnowlng  that  tho  others  will  follow,  but  the  f libbart7/-gibbet 
is  busy  about  complcnontary  factors  -ind  loses  even  them  to 
th:  oth->r  person  who  is  lucky  or  s-ag.acious  onoixgh  to  control 
th -i  limiting  factor* 

It  v/ill  here  ba'  s '’’n  that,  by  tho  r e'.lati vrty  doctrine  of 
limiting  and  complementary  factors,  we  approach  a principle 
on  v'hieh  tho  various  meanings  of  rights  and  valu''S  can  bo 
combined  into  going  mcchanismis  and  going  concerns*  It  is 
through  the  way  in  which  tho  principle  of  wnilingn'jss  shows 
This  *01  i ncipl''.' , howov:r,  is  strictly  a 


Itself  in  action. 
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principle  of  living  organiL^ms  anc:  their  cocjJeration  in 
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concern, s.  It  does  not  apply  to  mechanisms.  In  other  words 
it  is  a principle  of  scarcity.  In  mechanisms  there  are  only 
cenrrixoetal  and  centrifagal  forces  with  no  purpose  and  there-- 
fore  no  limiting  factor  on  whose  cGntrol  the  attainment  of 
the  purpose  depends.  A natural  mechanism,  such  as  an  atom 
or  a universe,  Irnows  no  scarcity,  no  wants,  no  overpopulation, 
no  limited  resources,  no  economir^ing , no  purpose,  no  futurity. 

It  has  therefore  no  limiting  and  c omp lemon tar y factors  among 
which  it  chooses  to  perform,  avoid  or  forbear.  It  is  mere 
energy  as  explained  by  Ile\7ton^  s laws  of  motion,  or  Einstein^  s 
relativity  of  time  and  sj^ace,  or  the  laws  of  thermo-dynamics. 

But  when  the  mind  of  man  constructs  and  operates  a 
mechanism  it  is  no  longer  mechanism,  it  is  riachino.  A 
machino  is  the  human  will  handed  on  from  generations  by  the 
institutions  of  language,  number,  custom,  weights,  measures 
and  so  on.  Here  the  factors  - not  of  Whitehead's  natural 
mechanism,  but  of  man's  artificial  machine.  - become  limiting 
and  eomplomentary,  because  scarcity,  futurity,  purpose, 
economy,  efficiency,  have  been  put  into  thorn  by  the  will  of 
man.  Tho  limiting  factor  now  is  the  one,  such  as  a lever,  or 
throttle,  or  wire,  or  gasoline,  upon  which,  at  tho  momont, 
tlio  operation  of  the  whole  depends,  made  upo,  as  it  is,  of  all 
the  limiting  and  c cir^p  lemon  tar  y factors.  If  the  operator 
physically  controls  this  limiting  factor  at  the  right  time, 
right  place  and  right  amount,  and  if  he  controls  one  machine 
which  is  a limiting  factor  for  other  machines,  then  he  has 
more  than  mechanism,  he  has  a machino  as  a whole,  or  a going  plant 
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PS  a v/hole.  In  the  agri  cnlt-aral  plant,  for  example,  at  one 
tirno  it  ma^"  be  that  potash  is  the  limiting  factor,  then 
nitrogen,  then  human  labor ^ managerial  ability,  and  so  on. 
lach  of  these  is  ’’input"  and  their  best  correlation  yields 
the  "optimum",  which  is  the  maximum  output  relative  to  total 
inp:it,  and  is  measurable  as  "efficiency". 

In  the  biological  mechanism,  from  amoeba  to  man,  that 
xhich  corresponds  to  event  in  mechanisms  and  to  transactions 
in  going  concerns  is  metabolisms,  the  repetition  and  correla- 
tion of  which  is  organism.  Here  is  the  entirely  new  science 
of  Life  and  Death  and  It  is  to  the  great  credit  of  Darwin  that 
he  started  the  science  of  organisms  without  borrowing  any 


analogies  from  ITewton’s  science  of  mechanisms.  There  has,  as 
yet,  boon  discovered  no  scientific  princlplo  that  can  account 
for  the  origin  of  organism  out  of  mechanism.  Darwin’s 
problem  was  the  Origin  of  Seecics,  not  the  Origin  of  Life. 

His  was  a new  concept,  discontinuous  from  that  of  mechanism  - 
the  concept  of  Living  Organisms.  And,  if  v/e  oxamino  the 
five  constituent  details  of  D-^rwin’ s concept  of  org-nisn  vie 
see  that  they  cu'e  variable  motions  conditioned  upon  that 
relation  of  an  organism  to  limited  natural  resources  which 
we  name  the  principle  of  scarcity.  Thoy  „ro  Heredity, 
Ov.;rpopula tl on , Variation,  Struggle  for  Life  and  Survival  of 
the  Fittest  to  maho  use  of  limited  natural  resources.  This 
differs  entirely  from  tha  concept  m-  ch^.-nism,  whose  underlying 
principle,  Energy,  me.y  be  expressed  v s a generalir  .tion  of 
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as  tho  activity  of  mechanising  Darwin  v^orked  out  tho  principle 
cf  scarcity  as  tho  activity  of  organism. 

So  powerful  was  this  achiovomont  of  Darwin  that  when 

economists  one;  sociologists  camo  to  the  problem  of  society 

and  civilization,  Darwin^ s concept  of  organism  became,  hj  analogy 

again,  the  foundation  of  their  concepts  of  society.  Society  was 

''•social  organism”,  and  the  enrgy  that  kept  it  agoing  v/as  the 

feelings,  instincts,  emotions,  physiology,  ,..nd  the  glands.  But 

1 

-L 

here,  as  brought  out  most  clearly  by  Judd  in  criticising  and 
summarizing  the  work  of  predecessors  in  the  various  social 
sciences,  another  concept,  Institutionalism,  also  dis- 
continuous from  Darwin's  evolution  of  Life,  makes  its  appear- 
ance with  its  own  principle,  distinct  from  either  ilewtorf  s 
Energy  or  Darv/in's  Scarcity  - the  principle  which  V7C  name 
Willingness.  For,  on  or.aminat ion  of  tho  constituents  which 
go  to  make  up  the  concept  of  Institutionalism,  wo  find  that 
their  dominont  character  is  the  expo c tat ions  of  the  future, 
distingui shablo , for  ooonomlc  purposes,  as  Futurity,  Custom, 
Sovoroignty,  vSco.rcity  and  Efficiency.  Those  are  entirely 
diiferont  y^t  founded  upon,  tho  Pressure,  Yolumo  and  Time  which 
make  up  Lewton's  mechanism  with  its  principle  of  Energy. 

Ano  they  are  different  from,  but  founded  upon  the  heredity 
vo.riability , ov:;raopulation , struggle  r.nd  survival  which 
make  up  Darwin's  principle  of  Ecareit^r. 

Hence  it  is  more  zh.M  poetic  metaphor  thvt  has  led 
economic  theory  through  tho  stages  cf  meGh'uiism  e.nd  organism 

1 Judd,  C.  H.  The  Psychology  of  Institutions  (1926). 
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to  the  stago  of  institutionalism  and  going  eoncerns* 
rnotaphorical  theories  have  "boGn  oven  a correct  use  of 
analogy  in  the  scientific  sense  of  similarity  arising  out  of 
similar  functional  relations.  But  the  analogiCvS  were  too 
narrow-  Mcclorn  economics  is  s-.:n:-ar':.t2ng , in  a x^ractical  way, 
these  principles  of  energy,  scarcity  and  willingness,  and 
its  major  problemi  is  to  bring  them  together  ag  in  as  parts 
of  a functioning  whole. 

Thus  a going  ooneern  is  a mechanism  from  the  standpoint 
of  producing  usc-ymIuos  by  overcoming  the  resistance  of 
nature j and  thu  ratio  of  input  of  human  energy/  to  tho  output 
of  use-value  is  calculated  in  the  same  way  as  the  ratio  of 
input  of  water-power  to  tho  outirut  of  electric-  energy.  This 
is  tho  ‘Officiency  dimension  of  a going  concern,  and  tho  one 
which  engineering  economists  assum-^  to  be  the  whole. 

But  a going  concGrn  is  also  similar  to  an  organism  in 
that  the  principle  of  scarcity  runs  through  all  of  its 
activities.  This  principle  taiccs  the  form  of  conflict, 
competition,  survival,  but  alsh,  as  Kume  pointed  out,  it 
takes  the  form  of  ethics,  property  '/nd  justice. 

This  is  because  tho  peculiar  way  in  which  tho  going 
concern  takas  up  the  principles  of  efficiency  and  scarcity 
is  through  tho  principle  of  Futurity  v/hich  is  none  other  than 
the  principle  of  Willingness.  Tho  separation  in  fact  of 
these  separate  fields  is  impossible.  Yot  they  must  be 
separated  in  thought  by  their  own  terminology,  as  Darwin 
did  for  organ!  srOvS  and  Dowton  for  mechanisms;  -ind  they  are 
Separated  in  fact  by  division  of  labor,  before  they  can  be 
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brought  together,  in  thought  and  fact,  in  the  functional 
processes  of  going  concerns.  All  organisms  and  institutions 
are  mechanisms,  hut  v/ith  something  added.  All  institutions 
are  composed  of  organisms,  with  something  added ^ But  it  is 
this  something  added  that  hecomes  the  general  principle  re- 
quiring to  he  v/orked  cut  within  its  ovm  field  and  own  term- 
iriolcgy,  such  that  the  principles  of  mechanism  and  organism 
to  which  it  is  added  become  themselves  subordinate  and  greatly 
changed,  yet  necessary  in  their  revised  form* 

This  separation  in  thought  and  fact  and  then  reunion  in 
the  concept  of  a ^wiols  applies,  in  detail,  to  the  transactions 
whose  expected  repetition  is  the*  going  concern*  Managerial 
transactions  p)ertain  to  the  mechanism  and  efficiency  of  the 
concern;  bargaining  transactions  to  the  principle  of  scarcity 
throughout  the  concern;  judicial,  legislative  and  executive 
procedure  to  the  unity  and  continuity  of  the  concern  through 
subordination  of  members  to  the  whole.  And  these  transactions, 
since  the  principle  of  scarcity  runs  through  them,  have  real 
analogies  to  the  factors  which  Darwin  discovered  in  organisms. 
Custom,  the  repetition  of  transactions,  is  analogous  to  heredity; 
the  duplication  and  multiplication  of  transactions  arise 
from  pressure  of  x^opulation;  their  variability  is  evident, 
and  out  of  the  variabilities  come  changes  in  customs  and 
survival.  But  hero  the  survival  is  ’^artificial  selection" 
imposed  upon  "natural  selection",  and  it  is  this  artificiality, 
which  is  m'orely  the  hujnan  ?/ill  in  action,  that  converts 
Tic chanisms  into  mo-chinos,  organisms  into  human  mindvS, 
and  unorganised  institutions  into  going  concerns. 


For  man^  s Dind  Is  ir^oro  than  a living  organism.  As 

organism  it  is  only  a highly  dovelopod  hrain.  This  brain  is 

a more  part  of  an  animal  organism  until  it  has  become  ”in- 
1 

stitutionalizcd’^  Thereupon  it  acquires  a widonod  scope  of 

activity  v/hich  wo  call  mind  and  will.-  Its  first  institution 

is  signs,  words,  numbers,  speech,  writing,  which  wo  call 

language.  This  is  a habit  for  the  individual  and  a custom 

handed  down  from  gonoratiens  of  individuals  - in  short,  an 

institution,  Kis  other  institutions  are  fire,  tools,  machinery, 

2 

family,  government,  and  sc  on,  whose  enduring  repetition 
upon  the  artificial  princirjle  of  proportioning  the  limiting 
and  complementary  factors,  name  going  concerns.  Hence  man 
is  more  than  organism  - he  is  institutionism,  and  it  is  only 
the  institutionalized  mind  that  evolves  that  romiarkable  time 
dimension  of  economic  activity  to  which  we  give  the  name, 
Futurity.  This  institutional  extension  of  tho  orga.nism's 
bra.in  into  remioto  future  time  is  inseparable  from  its 
extension  into  remote  space.  And  it  is  these  two  institution- 
alized extensions  of  brain  activity  that  make  possible  the 
highly  developed  modern  going  concerns  in  indiistr;/  and  govern- 
ment that  give  oiders  a. round  the  world  and  to  unborn  genor- 
. -tion  s. 

As  to  Time,  the  energy  of  mechanisms  ope-rates  withciit 
uny  reference  whatever  to  its  passage,  and  the  Time  factor 

1 See  tho  illuminating  discussion  of  the  ’’institutionalized 
mind”  in  E.  Jordan^  s ForrriS  of  Individuality  (1927). 

H e vi  e v;o  d b : ■ G omm o n s , Am  e r . Law  Jour.,  j e c . 1928. 

2 See  Sumner,  F.  S. , exhaustive  study  of  institutions  in 
Soo.? 
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i^'hich  is  Iritroduced  in  its  measurement  is  sola^.y  an  external 
operation  of  the  human  mind,  not  internal  for  the  m.echanism 
itself. 

But  scarcity  is  essentially  a matter  of  the  passage  of 
tine  for  the  organism  itself,  since,  even  in  the  lov;est 
organismis,  there  is  alvays  an  interval  betv/een  the  effort  to 
obtain  a share  of  the  limited  food  supply  and  the  satis- 
faction of  wants  dorived  from  that  share.  This  is  the  germ 
of  Futurity.  In  animal  life  this  interval  of  time  is  so 
short  that  the  response  to  the  stimuli  of  want  and  expected 
satisfaction  is  properly  described  as  instincti ve . Instinctive 
effort  is  induced  by  heredity  and  scarcity  but  the  interval  of 
time  oetwee'n  effort  and  satisfaction  is  so  short  that  the  re- 
sponse, by  analogy  to  mechanics,  is  said  to  be  automatic  or 
direct.  But  a strictly  automatic  or  direct  response,  without  an 
interval  of  timiG , is  true  only  of  mechanisms,  for  they  experience 
no  wants  or  efforts  and  no  interval  betv/een  effort  and  satis- 
faction. Their  energy  flowvS  on  regardless  of  the  necessity 
of  distinguishing  between  external  objects  that  satisfy  wants 
and  these  that  do  not,  or  must  be  avoided.  Hero,  in  the 
organism,  is  the  germ  of  choice  of  alternatives,  whereas 
mechanisms  do  not  choose.  Moreover,  this  interval  of  time 
is,  of  course,  an  interval  between  present  and  future  - 
pi’-:sent  action  which  is  the  response  and  future  satisfaction 
from  which  proeoads  the  stimiulus.  But  the  interval  is  short 
enough  so  that  it  can  bo  bridged  by  heredity  and  instinct 
r.ithout  the  aid  of  reason  and  social  institutions.  Thus  it 
is  that  in  the  principle  of  scarcity,  which  came  into  the 


rorld  with  living  organisns,  is  found  tho  gor^is  of  all  that 
aftorwarciB  vie  characteri^:'^  as  the  principl.o  of  'fillingnessr 
And  it  ma;/  ba  thnt  horo  the  science  of  institutions  can  be 
mado  continuous  Vvith  tho  science  of  crg.rnisms,  which  has  not 
pot  boon  understood  in  the  caso  of  tho  motabolism  that  convorts 
dead  matter  into  living  flesh.  Yet  in  the  futurity-dimensions 
of  present  activity,  afforded  by  the  expectations  of  institu- 
tions, the  human  organism  converts  future  happenings  into 
present  action.  How  this  happens  physiologically  wo  do  not 
know.  What  wo  say  of  Time  holds  of  Space.  It  is  only  in- 
stitutionalised brains  that  compass  tho  world,  and  they  do 
it  through  the  going  concerns  that  serve  as  instruments. 

In  these  tv;o  extensions  into  future  time  and  distant 
space,  v\/ith  almost  immortality  and  ubiquity,  tho  going  concern 
is  more  than  mechanism  and  more  than  organism  - it  is  just 
Vvhat  the  language  of  everyday  man  says  it  is  and  the  courts 
have  t-ajDjn  over  - a ver^r  procious  going  concern  that  embodies 
his  expectations  of  bonoficial  transactions  and  calls  on  him 
for  loyalty,  patriotism,  and  personification. 

YJe  have  previously  indicated  the  feasible  position  v/hich 
so-called  "behavioristic  psychology"  should  occupy  in  economic 
theory,  v/hen  once  behavior  is  analysed  as  performance, 
avoidancva,  forbearance.  It  is  dimensions  of  the  will-in- 
action that  unite  l.v.w  and  economics.  The  word  "behaviorivSm" 
has  been  appro ariatod  by  those  who  treat  tho  individual  in 

purely  lridividiv:,li3ti c fashion  as  a physiological  and  anatomical 

1 

mechanism.  But,  in  economics,  the  individual  is  a participant 


1 Watson,  Behaviorism. 
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ill  transactions  and  a mentjor  of  going  concorns.  Piero  it  is 
nor  so  rnrioh  his  physiology , his  '^glands’'  and  "brain  patterns" 
that  interest  us  - it  is  whether  he  performs,  forbears  or 
avoids*  From  this  point  of  view  the  behaviorists  are  not 
really/  behaviorists.  They  do  not  analyse  the  dimensions  of 
behavior  as  would  be  done  in  the  physical  sciences  which  they 
assume  to  imitate.  Instead,  they  venture  to  connect  up 
unanalyzed  bc-havior  with  stimuli  on  the  outside  and  physiology 
on  the  inside.  Father  should  they,  at  least  in  economics, 
connect  inducements  and  sanctions,  persuasions,  coercions  and 
commands  on  the  social  side  with  performance,  forbearance 
and  avoidance  on  the  individual  side.  They  pass  directly 
from  outside  to  inside  because  they  want  to  get  away  from 
tho  "will",  or  "soul".  But,  instead  of  getting  avmy  from,  it 
let  them  analyse  what  it  moans  in  behavioristic  fashion,  as 
did  other  sciences  Vvhen  they  got  av/ay  from  astrology  to 
astronomy,  or  from  alchemy  to  chemistry.  So  also  v/ith  tho 
v;ill  or  the  principle  of  v/illingness.  The  'will  uioans  in- 
dividual and  collective  activity  of  three  physical  and  oconomic 
dimensions  - porformanco,  avoidance,  forbearance  - a Icind  of 
activity  uniinov/n  to  any  physical  science,  but  capable  of  being 
analyzed  and  moasarod  like  elc;ctrici  ty  or  gravity. 

Physical  sciences  got  away  from  motaphorical  entities 
such  as  "force",  or  "energy",  not  by  relocting  tho  idoa,  but 
by  changing  it  from  unanalyzod  souls,  spirits  and  ontitios 
into  variablo  dim  nasi  on  s of  motion.  So  v/itli  the  will.  Vv’e 
got  away  from  it,  net  by  lejecting  it  but  by  analyzing  and 
raoasuring  its  motions.  In  getting  away  from  the  will  because 
it  is  "metaphysical"  the  "behaviorists"  jump  over  from  tho 
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cxtorrial  Deh-:Yicr  of  th;;  v7ill  to  the  intji'nal  oehaTicj-  :>f 
T;iiydlologT  and  anatomy,  ■Inintrang  thorc?  is  no  ino  tapiiysioal 
gap  boxiveon  the  7^1 11  as  one  kind  of  hohavior  and  physiology 
as  a similar  kind  of  iGhaa^icr,  But  thoro  is  an  impassable 
gap.  They  are  not  continuons.  Only  by  metaphysics  - or 
rather  by  motaphor  ~ is  the  gap  filled.  The  lesson  of  other 
sciences  would  say  that  'chis  metaphorical  jump  should  not  be 
made.  Treat  the  will  as  an  external  whole  in  its  own  behav- 
ioristic dimensions.,  and  let  physiolcgi sts  and  anatomists  treat 
the  insides  of  the  organisms  as  another  whole.  Lot  us,  for 
our  present  purposes,  forget  physiology  and  anatomy,  or 
rather  forget  how  it  is  that  one  kind  of  subjectivity,  the 
mind,  gets  into  or  out  of  another  kind  of  subjectivity,  the 
physiological  bod:r,  and  analy2;o  v/he.t  the  resultant  whole, 
which  is  none  other  than  tho  will,  actually  does. 

It  performs,  avoids,  forbears,  as  a v/hole  organism,  and  it 
does  so  in  association  7/ith  other  wills,  through  transactions 
and  going  concarns.  Acting  as  a whole  organism,  through  per- 
formance, f crbLeeranco , avoidance,  it  is  thus  the  behavior- 
istic nexus  that  connects,  on  the  one  side,  th.at  which  wo  name 
tho  transactions  and  w^orking  rules  of  going  concerns,  ex- 
pressed as  opportunity,  competition,  power,  and  as  rights, 
duties,  liberties  and  exposures,  with  the  changing  functional 
relation,  on  the  other  side,  of  usos,  scarcities  and 
expectancies,  v.hich  wc  n....mG  economic  value. 

In  this  analy.3is  of  human  behavior,  tho  concei^t  of 
time  differs  entirely  from  that  of  motion  in  ,.11  other  sciences, 
‘do  have  traced  all  of  Maclood^s  fallacies  to  one  fundamontal 
d;.)f..:ct  - his  concept  of  Time.  Paradoxical  enough,  while  he 
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had  the  concept  of  Time  he  did  not  have  the  concept  of  Motion. 

■7e  pict-are  motion,  by  physical  analogy,  as  a flov;  of  Time. 

A flow  of  time,  mathematically,  is  a sero'  point  of  time,  the 
present,  moving  forward  without  dimensions  and  therefore  non- 
existent, between  the  incoming  Future  and  the  outgoing  Past. 

This  concept  Macleod  did  not  have,  though,  in  one  connection, 
he  representoci  the  Present  by  sero.  But  psychologically  the 
Present  is  an  instant  of  time,  as  Peirce  portrayed  it, 
shading  off  less  vividly  in  two  directions,  tov/ards  the  Past 
and  towards  the  Future,  The  Past  is  Memory,  the  present  is 
Sensation,  the  Future  is  Expectation,  and  they  all  exist 
together  in  the  mind,  like  the  notes  of  a tune,  at  that  point 
01  Time  which  is  not  zero  but  is  sensation.  In  this  way 
Peirce  conveited  ilume’s  skc.'pticism  into  Pragmatism,  and 
:oathomatics  into  volition. 

It  is  this  pragmatic  concept  of  time  that  enables  us  to 
maxie  distinctions  between  different  dimensions  of  future  time 
conforming  to  customarv  usage.  The  prosont  is  tho  Instant 
Future,  or  Immediate  Future,  moasurablo  objectively^  in  seconds, 
minutes  and  perhaps  an  hour  or  two,  but  so  short  an  interval  tha 
it  practically  involves  no  sensation  of  waiting.  The  short- 
time  future  ranges  fromi  tho  ’"over-night”  rate  on  tho  stock 
market  to  the  30,  40,  or  90  days’  period  of  tho  usual  commercial 
loans,  whore  the  waiting  is  appreciable  and  therefore  is 
measured.  Tho  long-time  future  is  any  duration  in  exc^^ss  of 
short-time  future.  These  distinctions  are  not  so  much 
•■-rbitrary  as  t-Iioy  are  customary,  and  are  therefore  all  the 
more  useful  in  a p^ractical  analysis  of  behavior.  Macleod 
assumed  that  Time  somohow  is  objective,  embodied  as 
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tho  dimonsions  of  his  sulo^'-hlo  commodity,  debt,  ;;nd  that'  it-  - 
thoreforo  camo  in  chnnlcs  or  lumps  according  to  the  x^oriod  of 
tho  debt,  like  use-value  or  scare! ty- value . But  Time  is 
wholly  subjective.  It  comes  in  the  customary  o::pe eti-tions 
which  dominate  present  behavior  according  to  the  habits  of 
different  classes  of  peoiJle,  and  the  same  classes  in  different 
■cransactions.  The  most  accurate  measurements  of  future  time 
are  made  on  the  debt  markets  for  short-time  and  long-time 
futurities,  but  in  the  processes  of  consumption,  of  play, 
exercise,  w’ork,  and  other  familiar  situations  it  is  the  ex- 
pectation of  the  instant  future,  so  brief  as  not  to  bo  v/orth 
while  measuring,  that  dominate  activity. 

Thus  the  ”flow  of  time”,  objectively,  is  tho  Motion  of 
the  Instant,  while  subjectively  it  is  tho  stream  of  memory, 
sensation,  expectation  of  the  Instant,  as  well  as  the  physio- 
logical metabolism  of  tho  living  body.  Since  we  can  know  those 
subjective  motions  only  by  the  motions  of  the  living  croaturo 
which  exporionces  them,  the  flow  of  time  is  the  behavior  of 
tho-  individual  in  its  dimensions  of  performance,  avoidance, 
f orboaranco.  Hence  we  h:ave  one  kind  of  notion,  individual 
poriormanco , avoidance,  forbearance,  lying  between  and  connect- 
ing up  two  kinds  of  motion,  the  external  motions  of  tho 
universe,  including  other  human  beings,  and  the  internal 
physiological  motions  which  somehow  accompany  memory, 
sensation  and  expectation.  It  is  this  flow  of  human  behavior 
between  the  flow  of  external  and  internal  motion,  accompanied 
mysteriously  somehow  by  Memory,  Sensation  and  Expectation, 
that,  in  economics,  we  name  Transactions  ^..nd  Going  Concerns, 


• ’J'  o^LC'!::)Tt^^ 

■ ■ . ■ •■  ' Vi-,  , V ; ^ < £,: 

'■  ■ ,■  ■ ■ -‘  ■■  -.  "foi 


-64- 


ya 

and  the  principle  of  Vi/illingness.  It  is  the  human  flow  of 
Time  directed  towards  the  future,  and  an  economic  theory 
based  upon  it  is  neither  a materialistic  theory  of  coirimodities , 
nor  a subjective  theory  of  sensations  or  physiology,  but  is  a 
volitional  theory  of  economic  activity  directed  towards  purposes 
in  the  futuro. 

As  to  the  classical  and  hedonic  economists  similar  obser- 
vations are  called  for.  The  analysis  of  the  will  in  action  as 
performance,  avoidance,  forbearance,  in  view  of  the  future,  is 
suporficial  enough^  but  it  is  alv/ays  the  things  nearest  that 
are  last  investigated.  ‘ The  analysis  gets  away  from  the  ab- 
stract simplification  which  pichs  out  only  one  quality  of  the 
will  - that  which  is  tied  metaphorically  to  commodities  by  pain, 
pleasure  or  diminishing  utility.,,  and  v/hich  builds  upon  that 
metaphor  a physical  system  of  economics.  The  individual  will  is 
a whole,  in  its  own  personality,  operating  through  transaction 
and  within  concerns,  which,  in  turn,  are  other  wholes  - this  time 
of  concerted  action.  Thus  the  behavioristic  analysis  of  the 
will  males  possible  an  economic  theory  which  avoids  that  dualism 
of  ethics,  or  law,  and  oconcmics  which  started  with  Adam  Smith, 
because  it  combines  in  one  concept,  Willingness,  the  ethical  and 
legal  r.3l::tions  of  rights,  duties,  liberties  and  exposures  of 
performianc-3 , .void  -nce  and  forbearance  with  the  economic  analysis 
of  Value  and  Valuation  as  expected  use- value  and  scarci ty-valuc . 

Those  praliminari js  make  it  possible  to  apply  to  trans- 
actions and  going  ccncorns  the  principle  of  limiting  and 
complomantary  factors  as  both  legal  and  economic  factors. 

The  two  principles  of  scarcity  and  futurity  explain  tho 
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appliCiition.  For  the  individual  who  would  obtain  advantagos 
for  self,  the  limiting  factors  are  the  particular  behavior 
of  self  or  others  at  the  time  and  place  upon  which  depends  tho 
Gomplomentary  behavior  of  others.  In  a suit  at  law  the  limit- 
ing factor  may  bo,  at  one  tine,  tho  judg-e,  at  another  tho 
jury,  at  another  the  sheriff.  In  a manufacturing  concern  the 
limiting  factor  may  bo  tho  mechanic,  the  foreman,  the  supor- 
intondont,  oven  the  serubvtom. :.n , upon  whoso  control  by  moans 
of  tho  managerial  transactions  of  command  and  obedionco  tho 
totality  of  transact ions  depends,  and  the  result  is  a "going 
plant"  as  a v/holc  with  its  measurable  result  - efficiency. 

It  is  out  of  those  socir.l  relations  of  cciitrol  over  individual 
behavior,  backed  by  the  sanctions  of  collective  control, 
that  a right  to  command  obodi<';nce  may  become  the  limiting 
factor,  and  the  Gorres;ponding  "right  of  action"  may  become 
the  limiting  factor. 

The  foregoing  "efficiency"  relations  are  inseparable 
from  "scarcit:"  relations,  since  hero  tho  question  is  as  to 
the  abundance  or  scarcity  of  the  limiting  and  ccmplementary 
factor  when  need-id,  and  consequently  the  prices  or  taxes 
that  must  be  paid  to  obtain  thorn..  The  tv/c  sep  .r^.blo  in 

.nalysis  but  not  in  reality,  since  they  operate  functionally 
upon  Of’tch  other  in  making  up  the  going  concern.  Tho  quantity 
of  gasoline  needed  to  operate  a c .r,  or  number  of  mechanics 
or  feromon  needod  to  operate  a plant,  or  number  of  judges 
to  operate  a bench,  is  separable  in  thought  but  not  in  fact 
from  the?  price  or  v/age  or  salary. 

Thus  the  universality  of  tho  principle  of  limiting  and 
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complementary  factors  appears  in  all  sciences  insofar  as  the 
human  will  endeavors  to  operate  the  sTib.j ect-matter  for  a 
purpose.  Those  factors  are  deemed  imp^ortant  which  are 
limited  in  amount  relative  to  others.  All  of  them  must  he 
present,  hut  only  the  limiting  ones  are  sought.  The  comple- 
mentary ones  are  in  the  future  so  far  as  action  is  concerned. 

If  they  are  secure  so  as  to  ho  available  v;hon  needed  then  no 
attcontion  is  paid  to  them.  Thus  a person*  s "rights’^  exist 
no’w,  and  he  ”has  rights^\  hut  in  billions  of  transactions 
they  are  complementary  ^..nd  not  limiting  factors.  If  they  are 
secure,  then  only  in  one  case  out  of  billions  do  the:/  bocomo 
the  limiting  factor.  If  insecure  then  everything  also  is 
dropped  and  armies  go  out  to  control  the  limiting  factor. 

This  doctrine  of  limiting  and  complomcntary  factors 
doterminod  by  Scarcity  and  Futurity,  sooms  to  be  all  that 
thoro  is  in  the  metaphysical  problems  of  ”o ssences^’  and 
"existences” . essences  arc  socure  expectations,  but  cxistonces 
are  the  insocurltins  upon  whoso  control  the  security  of 
the  othe)rs  depends.  Plato's  "essence",  for  oxample,  v/as 
an  external  existing  something  that  awaited  a time  when  It 
should  come  down  and  be  embodied  in  actual  behavior. 

It  was  merely  an  expectation  of  complementary  factors-  More 
attenuated  than  this  crude  physical  analogy  is  the  Ilantian 
Pure  Peason,  Santayana’s  Pure  Essonco  and  the  neo-Mantian  dis- 
tinction of  Essonoes  and  Existences.  Macleod’ s and  the  law^yer's 
abstract  right  se  3:ms  to  bo  a similar  pre-existing  something.  It 
is  r Platonic  or  neo-Aantian  essence  - But  if  we  examine  the 
meanings  which  these  abstractions  have  in  the  actu,,i  process  of 


transactions  wo  find  that  an  osscnco  or  abstraction  is  simply 
an  uxpoctoa  -aniformity  of  repetition  whon  noodod.  It  is  not 
an  idea  or  external  nothing  previoasly  existing  that  comas  down 
and  gets  ombodiod*  It  is  futurity  oinbodyin>g  itself  in  present 
val-aes  and  valuations.  It  is  a very  real  expectation  not 
attended  to  boeauso  it  is  socure,  much  as  air  is  a real  ox- 
pect:^tion  not  attended  to  unless  it  gets  too  hot  or  too  cold* 
Thus  Ilolson  ri^rhtly  holds  that  the  "essence^’'  of  legal 
relsitions  is  found  in  the  tvvO'  items  of  an  ^^operative  fact’'  and 
’'onf orcoment”  by  -an  official,  --nd  ho  denies  that  the  terms 
right,  duty,  power,  liability,  etc.,  arc  ”legal'^  terms  in  the 
sonsG  of  pure  law.  They  indicate  social  or  ethical  relations, 
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not  legal  relations.  Much  illitmination  and  accuracy  are 
contributed  by  ICelsen  in  this  analysis,  but  we  roach  the 
similar  result  by  way  of  the  pragmatic  doctrine  of  Fiiturity 
an^  the  economic  doctrino  of  Limiting  and  Complementary 
Factors.  Maclcod^ s abstract  right  now  existing  becomes  an 
expectation  of  Zelson’ s legal  compulsion  indicated  by  a 
"right  of  action"  in  case  such  is  nocossary  in  order  to  ob- 
tain the  commodity,  service  or  money  claimed  from  another 
person.  Assuming  that  an  established  system  of  law  nay  be 
expectod  to  continue,  the  "essence"  of  legal  relations  is 
merely  the  expectation  of  uniformity  of  ropotition  by 
officials  in  the  con^pulsory  transactions  of  compelling  obodience 
on  the  part  of  citisens.  If  so  expectoc',  it  is  not,  in  the 

1 lielsen,  Hans,  Allgemoino  Staatslehre  (1923]  Pc-view  by 
Erich  Yoogelin  in  Pol.  Sci.  Quar. , June,  1927. 
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many  billions  of  transactions,  the  limiting  factor  to  i-iiich 
value  is  no\v  imputed.  The  liTnitin>g  factor  is  the  immediate 
behavior  cf  the  private  parties,  - their  promises,  the  kind, 
quality,  amount  of  economic  goods,  etc. , as  the  case  may  be. 

The  expected  uniformity  of  official  behavior  is  highly/  de- 
cisive in  any  estimate  of  present  v^alue , but  it  is  not  the 
limiting  factor  at  the  time  of  action,  if  its  expectation  is 
secure.  The  decisions  of  courts  effect  great  changes  in 
values  and  great  transfers  of  value  from  individuals  and 
classes  to  other  individuals  and  classes.  It  is  the  expecta- 
tions thus  created  that  are  designated  rights,  duties, 
liberties,  exposures,  and  these  are,  indeed,  the  social  and 
economic  expectations  based  upon  the  expected  iDOlitical  pover 
cf  citizens,  collectively  or  individually,  in  controlling  the 
behavior  of  legislators,  courts  and  oxGcutiva^3.  This  is  not 
Platonism  or  neo-Zantism  - it  is  Analytic  Pragmatism. 

The  reconciliation  is  in  the  pragmatic  doctrine  of 
futurity,  Tights  and  7a lues  nov;  exist,  at  the  instant  of 
acUon,  but  they  exist  as  faituri ties . Legal  power  does  not  now 
exist  in  action,  if  it  is  not  exercised,  but  it  does  exist  in 
the  "status”  of  security,  cf  expectations,  which  is  Just  as  good. 
It  is  the  future  behavior  ci  which  rights  is  the  name  of  the 
pr.S'.'nt  'xpectation.  Legal  power  is  the  future  itself,  Tight 
is  its  luturit^r.  Value  is  the  futurity  of  the  limited  supply 
of  goods  to  bo  obtained  by  moans  of  rights. 

Those  are  not  abstractions  - they  are  expectations  - the 
expectations  of  collectiv^e  action.  These  rights,  values  and 
powers  exist,  all  of  them,  at  the  present  time,  but  they 


oxiGt  only  as  tho  prosont  status  of  oxpectationG , ready  to  \)0 


’'ombcdiod’’  v/h^n  ncoded  in  transactions,  at  which  time  they 
will  bo  limiting  factors  in  their  present.  Those  mental  ox- 
pectations  are  Lockers  "idoas’^  and  Plato's  and  Zant's  "essences", 
regardless  of  time,  and  therefore  "eternal",  "timeless".  But 
concretely,  pragmatically  and  timoful,  they  exist  as  limiting 
or  complomentary  factors  at  tho  moment  of  action.  Sven  then 


they  exist  only  as  futurities  - yet  futurities  are  the  only 
"objects"  on  which  mankind  acts*  They  aro  Peirce's  "realities", 
their  "ossenoo"  is  Suture  Time  ^ their  present  "existence^'  is 
Expectation,  and  their  present  reality  is  transactions  and  going 


concerns. 


4.  Human  Value 

On  the  basis  of  the  foregoing  wo  may  venture  upon  a 
corresponding  analysis  of  the  feelings  which  mysteriously 
accompany  all  transactions  and  may  be  named  subjective  ethics. 
Considering  this  aspect  of  ethics  in  the  most  gcinoral  foirm 
it  is  the  more  or  less  intense  feelings  of  oxpoctetion 
accompanying  all  transactions,  to  which  tho  foregoing  name 
"status"  is  applicable.  Analysing  this  status  of  expectations 
into  its  parts  it  is  my  feelings  of  rights,  duties,  liberties 
and  exposures  with  refero-nco  to  Bconomic  Value  in  its  variable 
cimonsions  of  use,  scarcity  and  futurity,  and  v/ithin  the  several 
concerns  of  which  I am  a member  or  p;:a‘ticipant . r^hile,  in  gen- 
eral, it  is  the  feeling  of  happiness  or  misery,  satisfaction  or 
in  various  and  changing  degrees  arising  from 
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all  the  expectations  vyhich  constitute  my  status,  it  is,  in 
particular,  the  feelings  of  rights,  duties,  liberties  and 
exposures  which  are  the  objective  relations  in  which  I stand 
towards  other  individuals  or  collections  of  individuals  in 
the  acquisition  and  distribution  of  wealth.  I do  not  stop, 
in  practical  life,  to  analyse  it  scientifically,  but  I do 
hnow,  at  times,  that  those  ethical  feelings  are  rncro  intense 
than  the  feelings  of  hunger  or  consumption  of  wealth,  at 
that  time.  They  are  feelings  of  hope,  fear,  despair,  in  view 
of  the  expected  actions  of  oth^ias,  in  short,  the  general  feeling 
of  Status  arising  from  all  component  foolings  of  rights,  duties, 
liberties  and  exposures,  relative  to  my  economic  j)03ition,  which 
at  their  extremes  maho  up  the  statu^  of  happiness  or  misery. 

Those  component  feelings  wo  can  analyiio  according  to  the 
formulae  presented  above,  "lo  must  first,  however,  distinguish 
betW'.j  n an  existing  status  and  an  altornativo  status,  and  be- 
tween necessity  and  choice.  It  is  these  distinctions  that 
make  possible  an  under standablo  meaning  of  the  term,  ”ought", 
or  "ought  not". 

Tho  existing  status  is  plain  - I am  noY/  in  such  a posi- 
tion rolativo  to  tho  economic  or  political  concern  of  which 
I am  a member  or  participant  that  I expect  its  v/orhing  rules 
will  benefit  mo,  or  burden  me,  or  leave  mo  unprotoctod,  in 
those,  various  ways  which  are  analyzed  as  rights,  duties, 
libortios  and  exposures.  But  I concvive  that  the  concern, 
or  rather  the  dominating  persons  in  the  oconomic  or  political 
conc^.;rn,  might  change  their  minds  and  thus  ch '.nge  m;/  status 
in  one  or  all  of  the  sevor::l  particulars.  I concoivo  also 
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The  foregoing  discussion  is  intended  to  uistinguish  going  con- 
cerns froir.  mechanisms  and  organisms,  on  the  basis  of  the  contrasted 
relations  betv/een  tiiC  parts  and  the  whole,  a relation  quite  differ- 
ent from  that  of  Ivlacleod  and  the  classical  and  hedonic  economiists 
who  abstracted  a single  part,  or  principle,  from  the  -eshole  and  then 
built  upon  it  a logical  systemi  of  thought.  We  must  look  to  the  German 
jurist-economist,  Max  Weber,  for  the  first  positive  application  to 
political  econonpy  of  the  general  philosophical  theory"  of  the  part- 

wl.ole  relation,  a theory  v;hich,  in  Germany,  has  been  designated  the 

1 

Gestalt  theory,  and  in  English,  by  General  Smuts,  as  Holism.  The 

problem  which  confronted  Weber  was  the  dispute  in  Germany  between  the 

Deductive  and  Historical  schools,  represented  mainly  b5^  Menger  and 
2 

Schmoller.  Menger  had  set  forth  the  extreme  individualistic  pre- 
supposition, and  he  sought,  on  the  analogy  of  physical  science,  to 
abstract  from  ail  other  phenomena  the  simplest  ^typical”  trait  and 


1 Weber,  Max,  ^^Die  Objektivitat  der  sozialwissenschaf tlicher  und 
sozialpolitischer  Erkenntnis,”  19  Archiv  fdr  Sozialw.  22  (1904); 

Stam.m.ler^s  Ueberwindung  der  materialistschen  Geschichtsauf- 
iassung,”  24  Archiv  f.  Sozw.  94  (1907);  Diehl,  Carl,  "The  Life  and 
\/ork  of  Max  V.-eber"  and  citations  there  given,  38  Quar.  Jour.  Econ. 

87  (1924).  A comprehensive  survey  of  Weberns  m.ethodology  is  by 
Alex.  v.  Scheiting,  "Die  iogische  Theorie  dor  Kulturwissenchaf t von 
Max  Y/eber,"-49  Archiv  f.  Sozialw.  623  (1922).  The  Weber  m.ethod  is 
used  by  Som.bart,  V/erner,  Per  Modsrne  Kapitalismus , 6 Vbl.  enlarged 
and  revised  (1928)  ; and  by  Tawney,  R.  H.  , Religion  and  the  Rise  of 
Capitalism^  (1923).  On  the  Gestalt  theory  see  the"  psychologicai  and 
philosophical  journals.  Smuts,  John,  Holism  in  its  Relation  to 
Evolution  (1927).  For  SchmiOiier’s  criticism  o f We  be  r 'see  B 
Handw.  d.  Staatsw.  3rd  ed.  468.  Y/eberWs  anal^rsis  is  based  on 
Richert,  H. , Die  Gronzcn  der  Haturwissenshaf tlichen  Begriffsbii- 
dung  (1902). 

2 Menger,  C.,  Die  Methode  der  Sozialwissenschaf ten  (1883);  Die  Irrthtl- 
mer  de  s His  tor  i smus  (1884)';  Schmoller,  GT*^  " Ziir  Me  thodoiogie  der 
^taats  - und  Bozialwisrienschaf  ten, " 7 Yahrb.  f.  Gestzg.  975  (1833); 
See  also  Commons,  J.  R.  , ^‘Das  Angio-Amerikanische  Recht  und  die 
V/irtschaf  tsthe  or ie  , 3 Die  Y/ir  tsohaf  tsthe  orie  der  Gegenwart 
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nji)icai”  relation  upon  v.hiGh  an  -'exact”  science  of  economics  should 
DC  constructed.  His  typical  traits  were  self--interest  and  utility, 
oM  his  typical  relation  was  that  hetween  the  ouantity  of  useful  goods 
needed  by  an  individual  (Bedarf)  and  the  quantity  of  such  goods 
v.ithin  the  individual's  contro.l  at  the  time  and  place  (die  verftlgbare 
GilterquantitSten) , This  typical  relation  gave  to  him  the  meaning 
of  "economic"  goods,  dis tinguished  fromi  "non-^economic"  goods,  which, 

;^e  have  just  now  noted,  is  the  biological  principle  of  Scarcity  - 
a relation  between  an  oxpganism  and  its  environment . On  this  prin- 
ciple, of  which  a special  case  is  the  human  organism,  Menger  would 
tniid  the  "exact"  science  of  Economics.  In  reaiit,y,  it  was  the  science 
oi  Scarcity  which  Darwin  had  builded  for  all  organisms,  and  which, 
at  Darwin's  hands,  v.e  name  Biological  Scarcity,  but  which  Menger,  in 
transferring  it  to  the  hunian  organism,  converted  to  what  we  have  dis- 
tinguished as  Ps^ychological  Scarcity.  Menger  did  not  build  upon  that 
other  aspect  of  scarcity,  a social  scarcity  v/nich  Hume  rightly  named 
Property,  and  which  gives  rise  to  Property-rigiits. 

Schmoller  contended  that  this  abstraction  of  self-interest  gave 
to  us  only  "a  shadowy  phantom,"  an  "imaginary  Robinson  Crusoe,"  ab- 
stracted from  the  complex  historical,  social,  legal  and  economic  trait 
and  relations  required  to  reveal  the  whole  truth  of  political  economy. 
In  fact,  Schmoller  might  have  gone  further  in  his  criticism  of  Men- 
der's method.  In  order  to  get  his  "exact"  science  of  individual 
rsychoiogy,  Menger  not  only  eliminated  all  such  motives  as  ethical 
teelings  of  right,  wrong,  justice,  duty,  and  not  oni.y  eliminated  all 
ccniormity  to  custom,  all  subordination  to,  or  exercise  of,  coercion, 
he  also  eliminated  ignorance,  and  assuraed  infallibility  and  in- 
iinite  hnowiedge,  corrected,  however,  in  practice,  by  an  allowance  for 


error" . 
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Yet  Menger  ancl  Schmolier  agreed  not  only-  tLat  aostraetion  v/as 
necessary,  tnit  also  tiiat  a great  many  abstractions  nere  necessary  in 
order  to  ascertain  the  wiioie  trath.  The  ^jurist  malces  an  abstraction 
of  property  rights,  t-.e  biologist  or  economist  ol  scarcity  relations, 
tij.e  psyc iiol ogis t oi  ieelings,  intellect  or  v/ij.l,  the  chemist  ol  atoms, 
etc.  I see  my  table  in  my  room.  The  ph.ysicist  abstracts  the  ■■.eight 
from  the  other  qualities  of  the  table;  the  chemist  abstracts  the 
chemical  constituents;  the  biologist  the  organic  structure;  the  jurist 
iTcy  property  rights;  the  moralist  the  rights,  r/rongs  and  duties 
t..ct  ought  to  be  observed  respecting  that  table;  the  economist  the  use 
value,  scare ity-value  and  expectations  of  those  nho  are  related  to 
that  table;  the  psychologist  the  percepts,  concepts,  feelings,  habits, 
volitions,  of  those  interested  in  the  table.  For  each  of  these  ab- 
stractions the  attributes  U'hicii  he  abstracts  are  supposed  to  be 
reality.  He  can  take  these  realities  thus  abstracted  and  then  work 
eacii  of  them  out  separately  into  an  exact,  or  nearly  exact,  science. 

The  problem  is.  How  can  ail  of  these  abstract  realities,  after  each 
has  been  worked  into  its  own  science,  be  brought  together  in  a single 
science  of  my  table  as  it  stands  there  in  my  room? 

Menger  and  Scirmoller  agreed,  of  course,  in  abstracting  something 
di'ferent  from  what  the  biologist,  chemist,  or  physicist  abstracts. 

The;-  agreed  in  abstracting  property  rights,  psychology,  ethics,  habits 
scarcity,  usefulness,  and  so  on,  all  of  which,  sooner  or  later,  be- 
come each  a separable  abstract  problem  for  economists.  But  even  so, 
ix£ving  separated  themselves  from  the  biologists  and  physicists,  how 
shall  they  comprehend  the  wiiole  of  these  quite  diverse  sciences  of  law 
economics,  psychology^,  sociology,  ethics,  etc.,  into  a whole  which 
shall  contain  the  true  reality  for  economic  science? 

Cn  examination  we  find  that  each  of  them  started  with  a psycho- 
logical, and  txherefore  subjective,  abstraction  to  which  he  attached 
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ir.iportanee.  I/.enger  started  with  selfish  desires  ior  external  physical 
objects  and  selfish  satisfactions  to  be  derived  from  those  objects, 
ochmoller  started  with  the  ethical  feelings  of  what  oaglit  to  be  the 
desires  and  satisfactions  in  view  of  the  desires  and  satisfactions 
of  others.  Then  Menger  Vvorked  out  his  psychology  into  an  exact  science 
of  diminishing  and  marginal  utility,  but  Schmollsr  could  only  work 
Lis  out  into  the  historical  evolution  of  cus torus,  lews,  and  instioutionr 
Ti.e  effort,  therefore,  to  combine  the  two  in  a comprehensive  unity  of 
a single  reality  that  should  be  both  theoretical  inKenger^s  deductive 
sense,  and  empirical  in  Schmoller^s  historical  sense,  seemed  hopeless, 
ana  the  dualism  went  on  between  the  deductive  end  historical  method, 
between  econoraics  and  ethics,  between  theory  and  practice,  between 
science  and  art. 

Here  V/eber  intervened  with  his  ‘^idea  1-typus . He  reversed  the 
statement  of  the  problem.  It  is  not,  How  to  combine  different  sciences 
after  they  have  been  worked  out  separately  by  abstraction;  but  How  to 
state  the  problem  of  combining  them  bef ore  tliey  have  been  worked  out 
separately.  This  prior  statement  is  the  ideal-typus.  How  does  it 
uiifer  from  Menger *s  ^typical’’  traits  and  relations? 

Hirst,  it  is  not  a reality,  or  rather  is  not  a copy  of  reality. 

Tne  reality,  according  to  Menger,  was  a certain  thing  or  action  that 
could  be  apprehended  in  idea  as  actually  existing  - say,  the  com- 
modity, the  individual  dealing  v;ith  the  commodity  to  satisfy  his 
wants,  the  quantity  of  commodities  available,  the  quantity  wanted  - 
in  short,  Menger ^s  typical  trait  and  relation  was  as  much  a'  reality 
as  a man  riding  a horse.  And  the  "laws”  worked  out  by  Menger  from 
these  typical  traits  and  relations  into  the  marginal  utility  theory 
were  also  as  much  a reality  as  the  attraction  of  gravitation.  Hot  so, 
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replies  Weber,  TLst  may  be  done  by  llovvton  or  Einstein  because 
U-ve  been  able  to  isolate  a single  principle  vUiicL  aluays  acts 
uniformly.  Eat  tne  matter  oi  self-interest  is  more  complex,  V/uat 
Kergcr  has  done  is  to  ucrle  out  an  ’^Ideal-t j-p^e" , not  an  idea  of  rcalityc 
■'is  ideal -type  is  no  t ' 1.  c t aa  1 1 ^ v;orks  out,  but  uhat  v;ould  v^ork 

out  if  it  nerc  possible  to  isolate  Menger’s  individualistic  man  from 
everything  else.  That  is  impossible,  hence  Menger^s  idea  is,  in  fact, 
an  ideal-type,  not  a cop^?-  of  reality. 

This  v;e  consider  the  heart  of  Weberns  contribution.  It  converts 
tie  v.hole  process  of  economic  theorizing  from  a ^theory,”  in  tiie  older 
sense  of  the  logical  consistency  of  reality,  to  the  mere  methodology 
01  constructing  intellectual  tools  to  be  used  in  investigation.  There 
is  no  longer  a cues ti on  of  antagonism  between  theory  and  practice, 
for  a theory  is  only  a tool  for  investigating  practice,  like  a spade 
for  digging  up  facts  and  converting  them  into  an  understandable  system, 
of  agriculture.  Indeed,  a science  is  not  a bod,^"  of  knowledge  - it  is 
:‘iist  a m.eti^od  of  investigation,  and  a theory  is  its  metliod. 

Second,  this  formulation  oi  an  ideal-typus  is  what  every  science 
does,  and  kenger  is  n..:  t to  be  criticised  on  that  account.  The  criti- 
eisra  is  that,  in  the  social  sciences,  tiie  parts  cannot  be  isolated, 
ard.  the  ideal-type  should  therefore  include  all  oi  the  traits  and 
relations  which  afterwards  are  to  be  combined,  and,  since  all  oi  tiiese 
can  be  ascertained  onl,}^  from  history,  the  ideal-type  must  be  a hls- 
'horical  concept. 

Third.  But  not  all  oi  history  is  relevant  to  econom.ic  theoriz- 
ing, Hence  the  economist  must  abstract  from  the  empirical  data  of 
distory  only  so  .much  as  is  needed,  but  not  less  than  is  needed,  to 
construct  an  all-round  ideal-type  for  the  particular  phase  of  histor.y 
v;i-icl,  as  economist,  he  is  concerned  with. 
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Fciirth.  Even  sc,  this  ideal-type  atstracted  from  history  vjill 
not  correspond  to  the  actual  - it  Y/ill  still  oe  a '^Utopia,”  a mental 
construction  oi  what  that  historical  institution  ould  be  if  only  the 
factors  relevant  to  economics  are  abstracted  as  a ui.ole  in  all  of  their 
idealized  relations.  Thus  he  cr  ns  true  ted  a p^urely  idealized  concept 
of  a medieval  berough,  or  of  a capitalistic  corporation,  or  of  a 
trade  union,  etc.,  to  be  used,  not  as  a ^^theoiry’-  of  v.hat  actually 
existed,  but  as  a m.ental  tool  for  trying  to  understand  it. 

Fifth.  This  ideal-typus  is  not  an  ethical  ideal  (end-punkt)  of 
rhat  ought  to  be,  but  is  only  an  investigational,  or  ins trumiental 
(heueristic)  idea,  which  the  scientist  may  then  use  for  research, 
selection  of  facts,  and  comparison  v.ith  uPat  he  actually  finds. 

Sixth,  Hence  the  ideal-typus  is  not  an  ^average,”  ii]::e  a mathe- 
iTiatical  line  running  through  the  dispersion  of  empirical  facts  - it 
is  strictly  an  ”ideal^^  of  what  the  facts  would  be  if  irrelevant  facts 
were  eiimiinated.  neither  is  it  an  hypothesis.  It  is  a synthesis, 
which  helps  to  formulate  an  hypothesis,  for  it  sets  up  the  follov;ing 
pioblem:  hhat  is  the  meaning  of  the  activities  in  their  relations  to 
each  other,  and  thus  suggests  the  kind  of  h^/pothesis  needed  to  select 
tie  facts  and  weigh  their  relative  importance.  It  is  a synthesis  of 
oil  the  factors  out  of  which  we  formulate  an  rcyothesis.  It  differs 
fromi  the  theory  of  Menger  as  synthesis  differs  fromi  analysis. 

Seventh,  This  seaich  for  the  mieaning.  of  uuman  activities,  formu- 
i.8ted  as  an  ideal-typus,  can  never  be  expected  to  yield  an  ”exact” 
science,  or  even  an  approximation  to  the  quantitative  re quiremicnts 
oi  other  sciences.  Yet  that  is  not  all  that  is  w.anted,  anyhow,  h’nat 
the  economist  wants  is  understanding,  and  he  wants  m:ea surement  only 
as  an  aid  to  understanding.  The  subject-matter  with  ^‘W-ich  an  econo- 
-list  deals  is  not  a miechanism  or  organism  whose  motions  the  investi- 
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i or  carmob  understand  - it  is  injir.an  beings  uliose  activities  he  can 
i;:iriy  ^«eil  understand  by  putting  himself  ”in  their  piace^^  and  thus 
constructing  the  "reasons,”  in  the  sense  of  subjective  motives  or 
purposes,  of  their  activity  urider  all  the  variable  conditions  of  time 
ana  place. 

Eighth.  The  num.ber  of  factors  to  be  tahen  into  account  in  the 
ideal-typus  for  social  sciences  is  rut  prede termuned  - they  include 
everything  v/hich  the  economiist  may  find,  upon  investigation,  to  be 
relevant.  Hence  the  economist  cannot  construct  his  ideal-type  without 
prolonged  previous  investigation.  The  v;hole  range  of  civilization 
(Kultur)  is  open  to  him,  but  the  various  civilizations,  on  investi- 
gation, may  arrange  themselves  in  such  a uay  that  one  m.ay  be  compared 
v.'itii  another  by  comparing  the  different  ideal-types,  and,  also,  sub- 
ordinate types  similarly  may  be  arranged  and  compared.  Thus  he  can 
arrive  at  the  "ideal"  of  capitalism,  individualism,  feudalism,  mer- 
cantilism, which  are  special  cases  of  the  ideal- t^^pus , and  can  develop 
i-vpotheses , to  be  tested  by  investigation,  of  the  historical  develop- 
ment froia  one  type  to  another,  rr  of  the  interrelations  of  factors 
within  any  particular  organization  to  be  invest!^ ted. 

HHiie  I'eber  has  performed  a significant  service  in  thus  con- 
structing the  ideal-typus  - yet  we  are  convinced,  bg  the  way  in  wdiich 
he  and  his  followers  mahe  use  of  it,  tl^at  it  is  a tool  which  miust  be 
cautisusiy  analyzed  before  the  germ  of  validity  in  it  can  be  used  in 
the  scientific  investigation  of  economic  events.  Its  usefulness  con- 
sists in  clarifying  the  thinking  on  social  sciences  and  leading  us  to 
inc  uire  whetiier  ti^ere  may  be  an  alternative  method,  or  a special  appli- 
cation of  l/eber^s  method,  which,  while  being  truly  scientific  in  the 
sense  also  employed  in  the  physical  and  organic  sciences,  yet  dis- 
aiuguislies  a science  of  human  beiiavior  from  the  non-human  sciences 
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by  the  same  attribute  of  subjective  value  vvliicL  V;eber  brings  out,  but 
d-ich  he  thinlcs  oannot  be  reduced  to  a science  because  value  is  es- 
sentially subjective,  emotional,  individualistic  and  immeasurable. 

\7e  approach  this  problem  by  dis tinguisldng  f oiur  different  meanings 
of  the  ideal-typus  v/luch  emerge  from  the  use  made  of  it  especially  by 
V/eber,  Scrobart,  and  Tawney.  These  we  m^ay  distinguisbi  as  the  ideal- 
type  for  the  four  purposes  of  Pedagogy,  Personif icat ion,  Science,  and 
gthics.  Vie  shall  designate  these  the  pedagogical,  the  personified, 
the  scientific,  and  the  ethical  ideal-types. 

1.  The  Pedagogic  Ideal  Type.  - As  a pedagogical  instrum.ent, 
the  ideal-typus  is  an  intellectual  construction  by  means  of  which  the 
innermost  soul  or  spirit  of  an  idstorical  situation  or  institution, 
or  individual,  may  be  so  rationalized  as  to  be  understood  in  termiS  of 
tie  hum.an  motives  than  animate  it#  The  need  of  such  an  instrument  in 
economics  and  other  social  sciences  arises  from  the  fact  of  Valuation. 
Valuing  is  a strictly  emotional  process,  differing  for  each  individual 
and  for  the  same  individual  at  different  times.  It  is  not  n^erely 
economiie  valuation,  it  is  religious,  sexual,  patriotic  - in  fact  the 
whole  of  the  emiOtions  aroused  by  a whole  civilization  which  the  G-ermans 
name  Kultur,  but  which  does  not  have  its  English  equivalent,  since  we 
tlinlc  of  civilization  as  a structure,  not  somiethdng  to  be  loved. 

Since  valuation  is  thus  an  internal  process  of  emotions,  it  cannot  be 
reduced  to  the  uniformity  of  repetition  for  all  individuals  required 
b5’  a science.  Yet  it  is  this  very  err.ctional  process  that  must  be 
appealed  to  if  we  are  really  t^  understand  the  reasons  v/hy  people  act 
as  they  do.  This  appeal  can  be  miade  only  by  creating  a m.ental 
picture  revealing,  not  onl^.^  how  people  act,  but  vd-y  they  act  as  they 
do  under  the  particular  circumstances  selected. 
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V/e  do  not  say  that  ti^i  s emotional  process  cannot  be  reduced  to  a 
science,  Vvith  its  uniformities,  but,  if  so,  it  is  the  science  of 
Psychology,  with  its  art  of  Pedagogy,  and  not  economics,  either  his- 
torical or  deductive*  Economics  builds  upon  it,  Just  as  it  builds 
upon  Jurisprudence,  physics,  chemustry.  And  when  V.eber  builds  his 
ideai-typus  upon  it  he  is  indeed  building  on  real  foundations,  but 
Le  is  building  a science  and  art  of  pedagogy,  not  economics. 

Yet  his  contribution  is  all  the  m.ore  important  because  it  enables 
us  to  designate  certain  so-called  economic  theories,  not  as  economics, 
but  as  pedagogy.  Thus  it  is  that  Ebber,  by  this  meaning  of  ideai-typus. 
gives  a correct  interpreta tion  of  Menger^s  emotions  of  self-interest 
operating  under  the  circunristances  of  increasiiig  supply.  Kenger's 
"diminishing  utility,”  with  its  "e:Kact"  science  of  marginal  utility, 
is  not  and  never  v^as  either  exact  or  a reality  and  could  never  become 
a reality  or  exact.  But  it  does  give  us  an  understanding  of  why 
people  act  with  less  eagerness  in  obtaining  commodities  which  are 
aburaant  than  they  do  when  the  same  coinmodities  are  scarce,  because  it 
appeals  to  our  experience  of  our  own  changing  feelings  under  similar 
circumstances e Thus  Ivlenger^s  formula  is  not  economic  science,  as 
lenyer  thought  it  was  - it  is,  we  should  say,  merel-  pedagogy,  for  it 
is  an  ideal-type  constructed  to  illustrate  a certain  aspect  of  human 
oeaavior.  As  such  it  is  useful  for  pedagogic  illustration,  out  cannot 
be  usea  in  a science  which  must  take  all  factors  into  account,  since 
it  never  operates  by  itself.  Therefore  Weber  v;ould  not  reject  iren- 
ger^s  analysis  in  to  to,  as  the  historical  sciiool  dia  when  Scl^imolier 
called  it  a caricature  - he  would  retain  it  even  though  it  is  a 
phantasie,  an  Utopia,  simply  because  it  helps  us  to  understana  one 
aspect  of  human  behavior  which  m.ust,  however,  oe  comoinsd  with  otner 
factors  before  tt.e  scientiiic  reality  of  tiie  v/hole  of  human  oehavior 
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be  understood.  It  is  a useful  Utopia  for  pecagogical  p^or-poses. 

j_'Uo  one  histcrioal  scLogI  of  econofiiics  also  Las  its  utopias  - 
its  ideal  types.  Lereir. , we  should  say,  V/eber  convicted  them  also  of 
pefiagog.y,  instead  of  economics.  The  historical  sci'Ool  constructs  a 
picture  of  the  Renaissance  with  Leonardo  da  7inci  as  typical  of  that 
nev;  spirit  that  came  into  Suiope  after  the  fall  of  Cons  tantinople ; or 
a picture  ci  early  Christianity  with  the  Apostle  Paul  as  its  individual 
type,  here  it  is  that  the  pure  love  of  Cod  and  Pan,  without  selfish- 
ness, working  itself  into  the  behavior  oi  tue  converts,  is  the  ideal- 
typus.  These  are  ^ust  as  unreal,  for  the  whole  civilization  of  the 
Roman  Empire  at  that  time,  as  Menger^s  "economic  man."  But,  unless 
r;e  create  these  mental  plct^ores,  abstracted  from  all  the  other  phenom- 
ena of  the  Piddle  Ages  or  the  Rs^man  Empire  v;e  could  not  understand 
the  spirit  of  the  Renaissance  or  of  early  Christianity. 

This  pedagogical  class  of  ideal  types  are  all  of  them  mere 
utopias,  mere  phantasies,  but  they  are  exactly  what  we  employ  when  we 
tr-  to  understand,  or  lead  others  to  understand,  the  kind  of  behavior 
wi.iCi  we  are  examining,  and,  in  fact,  trying  to  place  ourselves  in 
t:.eir  place  and  obtain  that  "ixistorical  sense"  vh.  ich  the  economic 
theorist  must  have  if  he  would  interpret  the  economic  behavior  of 
otl.ers,  not  only  in 'the  past  but  also  under  circumstances  other  than 
L:is  ow.n  in  the  present.  We  cannot  pcssibl^r  put  ourselves  in  the 
place  of  a meciianism  er  organism  so  as  to  understand  its  ow^n  "w;hy" 
it  acted  so  and  so,  because  it  has  no  emotions  like  our  own.  We  do 
not  knowj  that  electricity  ixad  any  reason  for  hitting  Jrhn  Smith  instead 
of  Lily  Lou.  In  fact  we  do  know;  that  it  had  no  reasons,  because  it 
had  no  emotions  in  the  matter.  We  do  not  know  that  a hen  can  explain 
to  herself  w/hy  she  sits  four  vveeks  on  ducks  ^ eggs.  In  fact  we  knew 
tLat  she  had  no  sense  of  values  that  we  can  understand.  But  w;e  can 
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arcerstand  v;Lat  Ben jaiiiin  Frankiin  v/as  after  and  nh-  a farmer  aet  the 
ten*  It  v^as  i.'is  sense  of  Value,  his  feeiin.'^s,  emotions,  purposes, 
curiosity,  under  ail  tiie  circumstances  of  time  and  place.  This  is 
peculiar  to  ti^e  social  sciences,  including  economics,  and  is  unkno'.vn 
im  the  physical  sciences,  hut  should  be  included  in  the  social  sciences ^ 
else  they  become  only  mechanistic. 

Yet  v.e  hold  tiiat  it  is  pedagogics,  not  economics.  For  the  ideal- 
typus,  with  this  meaning,  is  a mental  tool  \^i_ich  ve  construct  in 
order  to  understand  vhiy  beings,  with  emotions  like  our  own,  acted  as 
they  did.  In  the  sciences  of  miechanisms  and  organisms  we  construct 
nental  tools  to  answer  only  wha t and  how  miuch  they  did  and  what  we 
aiay  expect  them  to  do.  In  the  sciences  of  human  beiiavior  we  also  do 
tlu  same,  but  we  go  mucii  further  - we  look  for  the  values,  the  motives, 
the  emxotions,  the  purposes*  in  Si^ort,  tue  ^'spirit.”  In  other  words, 
we  seel:  to  understand,  not  merely  to  classify,  measure,  and  mechanize. 

2.  Personif icc tion  as  Ideal  Type.  - But  the  question  still  re- 
mains. when  w^e  seek  to  understand,  in  tiie  sense  employed  by  Veber, 
are  we  in  the  field  of  science?  V/eber  correctly  says,  ITo,  and  con- 
structs the  ideal-typ-^s  as  an  utopia  with  the  definite  purpose  of  makin. 
clear  why  he  says  ITo.  If  so,  then  the  ideal-typus  is  not  an  instru- 
ment of  science  - it  is  an  instrument  of  pedagogy.  It  must  now  be 
observed  tixat  therefore  it  is  sim.piy  the  method  of  Personif ication, 
wLich  is  the  bane  of  political  economy.  V/e  personify,  indeed,  if  we 
v.ould  undei'stand  ih  the  intimate  sense  of  emotions.  In  other  sciences, 
ti:is  personification  was  astrology,  alchemy,  vital  force.  That  is 
to  say,  tiie  astrologer,  or  alchemist,  or  vitaiist,  pictured  himscif 
with  i.is  feelings,  w-ill,  intellect,  reason  - in  short,  w.-ith  his 
■deal-typus  - in  the  place  of  the  observed  motions,  and  asked  wiiy 
■i’.Gy  so  moved,  instead  of  merely  asking,  as  tlxC  astronomer,  chemist 
cr.d  biologist  afterw/ards  did,  how-  and  how  mucii  tLe.y  moved. 
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VVe  have  already  pointed  out  the  two  persorjlfications  that  pre- 
ceded the  forreuiatlon  of  the  scientific  principle  of  scarcit'-,  Ri- 
cardo personified  scarcity  as  the  resistance  of  nature  to  human  labor. 
Thus  ’^lahor’^  became  the  pers onif icati on  of  scarcity,  and  ended  in 
t^.e  cueer  line  of  labor-tiieories , instead  of  scarcity-theories, 
through  Marx,  Proudhon,  Bohm-Eav;erh,  Clark,  the  propulists  and 
groenbackers.  They  were  trying  to  get  rid  of  money,  the  scientific 
measure  of  scarcity,  which  tells  us  only  hov;  and  how  much,  and  they 
rested  their  case  on  V/eber^s  utopia  of  why  - a truly  ideal-typus,  an 
econom.ic  astrology. 

The  other  personification  of  scarcity  was  the  diminishing  utility 
theories  of  Gossen,  LIeng;er,  halras,  and  Jevons,  righely  characterized 
by  heber  as  utopias  under  the  polite  name  of  ideal-typus.  hhere 
lentham  had  personified  economics  and  ethics  the  ideal-typus  of  a 
parallelism  of  pain  and  pleasure  accompanying  the  cost  and  incom.e  of 
commodities,  these  alchemists  appealed  to  well-known  feelings  of 
diminishing  pleasure  and  its  inverse  equivalent,  increasing  pain.  But, 
after  all,  it  was  a personification,  put  in  the  form  of  an  utopian 
ideal-typus  of  that  scarci ty-relationsixip  whicl-.  we  are  actually  measur- 
ing by  the  scarci-.y  dimensions  of  mioney. 

The  above  personifications  v^ere  originated  in  the  deductive  or 
mechanistic  economics  of  the  classical,  socialistic,  anarchistic  and 
hedonic  schools,  by  the  elimination  of  mone.y,  A similar  personifica- 
tion, from  the  historical  aspect,  is  Weber's  own  "capitalist  spirit," 
taken  over  by  Som.bart  and  Tawney.  It  is,  now,  a personification  - not 
without  money  but  with  money  - whereb.y  is  made  possible  tiie  idea 
unlimited  accumo.la ti on  of  money  values,  but  with  also  the  same  ioeal- 
t.ypus  of  Ricardo  and  Merger,  namely,  the  acquisition  of  income  for 
self  without  any  regard  vdiatever  to  duties  or  obligations  o/;ing  to 
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others.  Contrasted  v;itii  this  is  V/eher’s  arxd  homoart’s  ’’handiorai t- 
spirit”  of  the  town-economy  of  the  Middle  Ages,  where  the  rixannal 
yo  rlcers  and  tradesmen  adopted  their  gild  rules  designed  to  prevent  a 
g.ildsman  from  getting  rich  at  the  expense  of  his  fello'w  gildsmen, 
lhat  happens,  in  these  cases,  is  the  personification  of  Capitalism  and 
the  personification  of  guilds  and  trade  unions,  each  given  its  own 
peculiar  ideal-typus,  not  because  any  sucii  ’’spirit”  actually  existed 
apart  from  all  its  circumistances , but  in  order  that  we,  having  simalar 
emotions,  can  put  ourselves  in  the  piece  of  the  typical  capitalist  or 
typical  trade-unionist  and  thereby  ’’understand”  him.  Tiiis  is  good 
enough,  and  much  to  be  desired,  but  it  must  be  noted  that  when  we 
’’understand”  the  behavior  of  others  in  this  sense  of  fellow-emotions, 
we  are  necessarily  understanding  them,  in  the  sense  of  hating,  depre- 
cating, loving,  admiring  them.  Hence  our  ideal-typus  is  likely  to  be 
constructed  on  the  basis  of  our  own  emiotions,  as  when  Weber  and  Som- 
bart  overlook  the  violence  and  exclusiveness  of  gilds  and  unions  to- 
wards outsiders,  by  selecting  only  their  qualities  of  justice  towards 
leilcv^  gildsmen  or  unionists,  or  vdien  they  overlook  the  conscientious 
pavrfient  of  debts  or  the  goodwill  services  to  customers,  or  other  ethic- 
al attitudes,  of  capitalists. 

Consequently,  the  iceal-typus,  since  it  is  both  pedagogical  and 
s.  personification,  is  the  precise  mientai  tool  employed  for  Propaganda, 
either  the  attractive  propaganda  of  advertizing  or  t.e  detractive 
propaganda  of  politics.  Even  though  the  economiist,  like  weber  or 
Sombart,  disavows  that,  he  is  either  a ’’labor’^  economist  or  a capital- 
ist” economist,  yet  the  fact  that  he  selects  for  his  ideal  type  of  the 
handicraft  spirit  only  that  part  of  the  whole  spirit  which  locks 
towards  justice  between  gild  members  and  omits  that  part  vliich  looks 
towards  self -seeking,  and  selects  for  his  ideal  type  of  the  capitalist 
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spirit  only  that  part  that  looks  towards  unlimited  sell-seeking  and 
omits  the  part  which  looks  tov^ards  justice,  ecuality  and  goodwill, 
must  stamp  the  economist  as  building  upon  the  ioundaticns  cf  propa- 
ganda w/hile  disavov;ing  it. 

Weberns  disavowal  of  this  propagandist  bias  takes  the  distinction 
tetw/een  the  ultimate  goal  of  what  ought  to  be  (Endpurdot)  and  the 
instrument  or  means  by  which  any  goal  is  reached.  His  ideal-typus  is 
not  a picture  of  what  ought  to  be,  such  as  the  ideals  of  communism, 
anarchism,  or  individualism,  nor  is  it  a picture  of  what  ought  to  be 
the  ultimate  state  of  mankind,  whether  the  Virtue  of  the  Intuitionists 
or  the  Universal  Happiness  of  the  Utilitarians,  but  it  is  solely  an 
instrumental  ideal-type  taken  from  the  iactors  deemed  relevant  to  the 
working  out  of  the  particular  process,  regardless  of  wiiat  the  in- 
vestigator thinks  should  be  the  ultimate  goal.  Ee  discovers  this 
instrumental  purpose  objectively  from  the  facts  which  he  investigates. 
The  capitalist  spirit,  or  tiie  handicraft  spirit,  or  the  spirit  oi 
early  Cliristianity  is  not  vdiat  the  investigator  thinks  is  rigiit  or 
wrong  - it  is  what  he  finds,  on  investigation,  to  be  the  way  that 
spirit  would  work  if  it  were  not  hindered  or  aio-ed  by  the  working  of 
any  other  spirit  or  circumstance.  It  is  strictly  an  instrumental  iaeal 
type  to  aid  the  understanding , and  not  a propagandist  ideal-type  to 
convert  or  alienate  anybody. 

But  we  should  note  that  the  bias  of  investigators  does  not  show 
itself  only  in  differences  of  opinion  as  to  the  ultimate  goal  - it 
si.ows  itself  also  in  the  diiferences  in  weight , that  is,  subjecti-e 
values,  assigned  to  the  different  factors  that  go  to  make  up  the  whole 
.^recess.  One  investigator  may  attach  greater  weight  to  labor,  wages, 
•lOurs;  another  to  investmient , profit,  interest;  another  to  the  distant 
future,  another  to  the  immediate  future,  another  to  ethics,  another 
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eccnomios,  eto.  TLis  difference  is  \-;eighing  is  in  fact,  influenced 
oy  differences  in  the  ideal  of  an  ultimate  ^oal,  and  cannot  be  separ- 
ated from  it*  Hence  'Veber^s  ”ins trumental”  ideal-type  is  also  subject- 
ive and  emotional*  Trie  differences  in  ^weight”  are  differences  in 
meaning  and  understanding  and  may  be  surrjr.arized  as  differences  in  those 
very  subjective  valuations  on  which  V/eber  builds  Lis  ideal-typus. 
According  to  his  subjective  valuations  the  investigator  will  not  onl.y 
select  the  factors  which  form  his  ideal  type,  tc  the  exclusion  of 
other  factors,  but  will  also  give  greater  or  less  weight , or  value , 
than  other  investigators  to  those  factors  which  they  might  agree  on 
selecting. 

Consequently,  from  the  standpoint  of  that  goal  of  all  science 
wiich  is  the  consensus  of  competent  investigators , no  agreement  can 
ordinarily  be  expected  in  the  formulation  of  their  ideal  types.  They 
will  differ  both  in  the  factors  selected  ana  in  the  relative  importance 
assigned  to  each,  as  is  seen  in  the  contrast  between  the  capitalist 
spirit  and  the  handicraft  spirit.  This  is  bias.  For  this  reason, 
apparently,  the  ideal  type  m.ust  be  very  elastic  both  in  its  selection 
of  factors  and  in  its  relative  weights  of  the  lactors,  in  order  to 
get  a consensus  of  investigators.  This  lack  of  elasticity  in  c/eber^s 
ideal-typus  is  its  fatal  weakness.  It  permits  eacii  investigator  to 
construct  his  own  Utopia  by  selecting  and  valuing,  which  may  or  miay 
not  iit  the  historical  or  contemporaneous  facts.  But  a highly  elastic 
ideal-typus  is  recuired  in  all  concerted  movements,  including  science, 
where  a consensus  of  opinion  must  be  arrived  at  in  order  to  reach  a 
joint  decision  or  joint  action.  The  elastic  ideal-typus  is  not  per 
ices  hopeless  in  the  science  of  economics,  thoagi..  it  probably  is  nou 
to  be  expected,  since  economists  are  not  compelled  to  agree  on  a ver- 
dict, like  a jury,  and  so  they  are  free  to  select  whatever  facts  they 
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rose  and  to  give  vdiatever  weights  the^r  wish.  If  so,  however,  the 
goal  of  science  is  not  reached. 

The  corresponding  difficulty  with  the  ideal-type  is  in  the  suo- 
^ect-matter  itself,  namely,  hunrtan  "beings  in  their  economic  activities. 
These  beings  are  both  subiective  and  objecti/e  - subjective  in  their 
emotions,  motives,  wishes^  pains,  pleasures,  ideals,  etc.  - objective 
in  their  behavior.  They  have  their  subjective  bias,  just  like  the 
investigator.  In  order  to  ^^understand^’  their  behavior,  in  addition  to 
measuring  it  or  its  results,  the  investigator  must  ”put  himself  in 
their  place”  and  do,  in  imaginaticn,  what'  they  do  under  their  condition 
of  time  and  place,  Tiiis  is  the  service  performed  by  V.'eber^s  ideal- typo 
But,,  again,  the  investigator  in  formulating  his  ideal  type,  must  do 
it  in  the  form  of  their  motives  or  emotions,  vihich  he  can  presumably 
understand,  the  motives  thereupon  being  considered  to  be  the  cause,  or 
rather  heber^s  "value”,,  for  them,  of  their  behavior.  If  he  selects 
one  of  their  motives,  .like  self-interest,  then  he  is  in  the  position 
of  llenger,  with  his  typical  trait  and  relation.  And  he  oannot  include 
all  of  their  m.otives,  for  that  would  take  him  outside  the  field  of 
economics.  . He  must  select  enough  and  no  more  than  are  necessary  for 
economics.  This  puts  him.  in  the  position  of  V/ebcr. 

But  even  here,  in  economics,  the  investigator  does  not  have  a 
workable  ideal-type,  because  it  is  too  exten-:ive,  for  he  must  dis- 
tinguish the  motives  - the  motive  of  profit  from  the  m.otive  of  interest 
or  rent,  or  wages  or  production,  or  consumption.  Thus  in  creating 
the  ideal-type  of  Capitalism,  as  we  have  above  indicated,  V-eber,  fol- 
lowed by  Sombart  and  Tawney,  constructs  the  miotive  of  CapitaiismL, 
which  he  names  the  "capitalist  spirit.”  The  capitalist  spirit 
creates  capitalism.  It  consists,  as  indicated  above,  in  the  striving 
for  unlimited  profit  in  the  form  of  an  accumulation  of  money  or  riioney 
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values  without  any  sense  of  ohiigation  or  duty  towards  others  in  the 

process.  Opposed  to  this  is  the  handicraft  spirit  of  the  gilds  of  the 

Hiddle  Ages,  which  consisted  in  striving  only  for  enough  goods  . to 

satisfy  needs  without  depriving  others  cf  their  similar  share.  V/hen 

the  capitalist  spirit  comes  to  he  restrained  hy  rules  and  regulations, 

as  was  the  handicraft  spirit  by  gild  rules,  then  capitalism,  as  the 

1 

ideal  type,  begins  to  decay.  The  capitalist  spirit  is  a striving 
for  unlimited  profits  without  a sense  of  justice,  and  the  handicraft 
spirit  - applicable  also  to  the  trade-union  spirit  - is  a striving 
for  justice  at  the  expense  of  profit. 

Evidently  if  this  is  the  outcome  of  the  method  of  ideal-typus, 
it  sets  up,  after  all,  the  bias  of  the  investigator  in  selecting  the 
factors  which  constitute  his  ideal- type.  This  outcome  arises,  apparen' 
iy,  from  trying  to  find  a s'^ecialized  m.otive  fitted  to  each  special 
type  of  behavior,  and  thus  to  treat  each  motive  as  though  it  m.ight  be 
pictured  - utopia-wise  - as  working  itself  out  in  behavior  as  a sep- 
arable ideal-type  in  itself. 

This  defect,  a-^parently,  can  be  corrected  by  creating  an  ideal- 
type  whicii  shall  include  all  of  the  motives  as  shown  in  all  of  the 
behavior.  But  this  would  be  the  scientific  ideal-type,  not  the  peda- 
gogical, propagandist  or  personified.  And  it  is  this  form  of  the  idea 
type  which  is  useful  in  science.  It  is  found  in  ail  words  ending 
in  ”ism.”  Instead  of  the  capitalist  ^spirit”  as  the  motive  for  un- 
limited pecuniary  gains  regardless  of  the  effect  on  others,  this 
capitalist  ^spirit”  would  disappear  entirely  and  only  ^capitalism, ” 


i Sombart,  op.  cit.  See  review  of  this  v^ork  by  Commons  and  Perim.an 
in  American  Economic  Review,  19S9. 
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as  a special  historical  stage j sinimated  by  all  kinas  of  motives,  emo- 
tions and  circuir.stances , would,  be  the  ideal- t,ype.  There  would  then 
remain,  indeeo.,  great  differences  of  opinion  among  investigators  as 
to  the  emcticns  - subjective  valuations  of  capitalists  and  as  to  the 
'^ood  or  bad  effects  of  capitalism.  The  question  why  would  therefore 
not  be  answered,  but  there  would  be  a nearer  approach  to  the  goal  of 
all  science,  namely,  agieement  of  investigators  upon  how  and  how  much. 

This  meaning  of  ideal-typus  is  its  scientific  meaning.  Two 
questions  arise,  however,  suggested  by  the  problem  for  whose  solution 
V/eber  set  out  to  create  his  ideal-typus.  (1)  hoes  this  scientific 
method,  eliminating  the  subjective  altogetxher,  reduce  economics  bad: 
again  to  the  purel.y  mechanistic  science  of  the  classical,  communistic 
and  hedonic  economists?  Vfhat  is  the  Scientific  Ideal-type?  It  is 
here  that  we  shall  find  the  method  of  investigation.  (£)  hoes  this 
scientific  ideal-type,  thus  ascertained,  eliminate,  as  did  those 
mechanistic  types,  the  ethical  aspects  of  economics  which  V/eber 
endeavored  to  incorporate  inseparably  with  the  economic?  h'hat  is  the 
Ethical  Ideal-type?  It  is  here  that  we  shall  find  the  meaning  of 
Reasonable  Value.  V/e  consider  lirst  the  scientific  ideal-type. 

3.  The  Scientific  Ideal  Type.  - The  miain  contribution  of  "/eber^s 
ideal-type  is  that  it  yields  a principle  of  classification  for  a whole 
set  of  ideas  already  in  common  use  to  indicate  vaguely  the  part-whole 
relation.  This  classification  includes  such  terms  as  capitalism, 
trade-unionism,  communisiv,  socialism,  business,  the  "economic  man, 
the  "law  of  supply  and  demand,”  etc.  These  concepts  take  their  places 
ss  special  cases  of  the  universal  concept  of  an  ideal-type  which  is 
set  up,  not  as  scientific  instruments  of  inves tigation,  but  as  mental 
figments  picturing  to  the  imagination  certain  relations  of  parts  to 
t}ie  whole  V'/hich  later  are  the  subject  matter  of  investigation.  In 
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orcl6r.  then,  th9.ii  tneje  vague  anh  undefined  eorcepts  may  be  reduced  to 
instruments  for  scientific  investigation  we  require  to  eiKamine  the 
reasons  why  they,  as  ideal-types , are  not  fitted  for  science  and  how 
they  may  be  changed  into  the  mental  tools  which  economic  science  can 
use. 

The  ideal-type,  as  formulated  by  heber,  can  be  corrected  for  the 
tias  of  investigators  by  being  made  sufficiently  elastic  for  all 
investigators  instead  of  fio:ed  by  each  for  him.self.  It  can  be  correct- 
ed for  the  subject-matter  by  being  made  primarily  objective  in  behavior 
and  secondarily  subjective  in  motives  and  em.otions,  instead  of  the 
reverse.  Assuming  these  two  corrections  to  be  made,  so  that  the  ideal- 
type  is  elastic  and  objective,  there  still  remains  a third  defect, 

■The  ideal-typus,  as  formulated  by  'deber  and  used  by  him  and  Sombart, 
even  though  it  be  made  elastic  and  objective,  does  not  contain  in  it- 
self the  concept  of  Time  with  its  main  characteristics  of  motion,  rege- 
tition  and  variabilit,y,  and,  especially  does  not  contain,  in  itself, 
an  objective  formula  of  future  time,  which  we  conceive  is  what  econ- 
omists mean  when  tiiey  revert  to  psychology.  The  ideal  type,  as  a 
part-whole  relation,  is  formed  by  the  investigator  to  be  used  as  a 
guide  in  investigation,  but  it  is  fixed  in  advance  of  investiga tion. 
Hence  if  facts  are  discovered  which  do  not  fit  the  type,  the  type 
itself,  as  formulated  by  Weber,  d©6S  not  change  to  fit  the  facts,  out 
they  are  brought  in  as  ”hindrances”  or  as  ’^aids”  to  the  P'Ure  evoiution 
of  the  type.  Yet  these  hindrances  and  aids  are  rcall^'  of  the  essence 
cl  the  type  if  it  be  looked  upon  as  a formula  for  the  inves tigation 
of  a mioving,  changing  process,  and  especially  if  it  oe  looked  upon  as 
? formula  for  expressing  the  uncertain  expectations  of  the  suture  v.-.i-icr 
dominate  the  activity  of  human  beings  in  the  evei -moving  present. 

We  must,  then,  ascertain  the  reasons  for  this  time-deicct  in 
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r;-f;er^3  ideal-typus.  \/g  eniirnerate  therr.  here,  in  advance,  reserving 
ir  elaboration  for  other  places.  First,  and  a fundamental,  is  the 
foundation  of  economic  theory  upon  the  relations  of  man  to  nature 
instead  of  the  relation  of  man  to  man.  Second,  the  failure  to  start 
economic  theory  upon  an  economic  bond  vhiich  ties  individuals  together, 
such  as  debt  and  property  rights,  and  the  reaction  of  the  historical 
and  socialistic  economists  towards  tying  them  together  by  non-economic 
bonds,  such  as  ethics,  sovereignty  cr  analogies  to  organisms.  Third, 
the  failure  to  distinguish  three  separable  ideal-types  of  economics, 
namely  engineering  and  cons^iiTipti on  eccnomiics,  wi.ich  are  relations  of 
man  to  nature,  and  political  economy,  which  is  the  relations  of  those 
economic  expectations  expressed  by  rights  of  property.  Fourth,  the 
iach  of  theories  of  relativity  of  time  and  space,  propounded  only 
recently  in  physics.  Fifth,  a mistahen  concept  cf  custom  as  somethirig 
th-'t  comes  from  the  past  instead  of  something  that  looks  to  the  future, 
hith  the  corrections  suggested  by  these  defects,  the  concept  of  futurit 
becomes  objective  and  even  measurable,  and  displaces  thereby  compietei,y 
tie  need  cf  lo?king  inward  for  the  ^unknowable  emotions  of  individuals. 
Fut'Urity  becomes  the  scientific  substitute  for  1/eber^s  subjective 
spirit. 

If,  then,  we  can  construct,  not  an  ideal-type  which  rcay  or  may 
not  lit  the  facts,  but  a mere  formula  as  an  instrument  for  investigatio 
vd-iich  shall  contain  all  of  the  variable  factors  which  all  investiga- 
tors might  include,  but  which  can  be  weighted  with  highly  variable 
importance  of  the  several  pavts,  according  to  time  and  place  in  the 
functioning  of  the  whole,  then  it  may  be  possible  to  comibine  in  one 
evolving  synthesis  the  fruitful  method  cf  research  contained  in 
^.'eber’s  ideal-typus.  This  we  conceive  to  be  possible  if  we  start 
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an  adequate  and  therefore  eompiex  formula  of  transac  tions , vdios*?^ 
crpccted  repetition,  duplication  and  variability  is  a going  concern. 

Another  fruitful  contribution  of  V/eber^s  idcal-typus  is  in  its 
bearing  upon  the  relations  betw^een  theory  and  practice.  The  ideal- 
typus  is  not  a theory  - it  is  a formulation  of  the  problem  of  relation 
snip  between  the  factors,  v^iiich  problem  the  theory  attemipts  to  solve. 
Yet  it  requires  a preceding  theory  in  order  to  formulate  it.  Hence 
it  is  a stage  in  the  formulation  of  theory,  which,  at  that  stage,  we 
name  an  hypothesis.  An  hypothesis  is  a statement  of  what  we  now 
expect  from  our  present  hnovvledge  of  the  factors  and  our  present  under- 
standing of  their  interrelations.  And  the  form  tahen  by  this  expec- 
tation may  be  named  the  scientific  ideal-type,  nut  wiicn,  on  investi- 
gation and  experiment,  v;e  ”try  out”  the  hypothesis  - the  ideai-type  - 
and  find  that  it  does  not  exactly  fit,  then,  if  not  dogmatic  or  propa- 
gandist, re  change  the  hypothesis  to  get  a better  fit.  Then  this  fit 
is  another  stage  of  a modified  ideai-type,  and  so  on.  Then,  further, 
if  re  take  into  account  che  variability  of  t-e  factors  themselves  and 
er-ceaver  to  construct  an  hypothesis  of  a process , rather  than  a struc- 
ture, we  have  another  ideai-type,  this  time  of  a moving,  changing 
wlole,  vhiich  we  must  again  repeatedly  revise  to  fit  the  changes  v/hioh 
historical  research  brings  to  light. 

Instead  thereiore  of  a fixed  ideal- type  which  V/eber  names  an 
utopia  and  vihich  indeed  becom*es  m.ore  utopian  if  it  remains  fixed  as 
we  proceed  with  our  investigation,  wc  have  a changing  hypothesis, 
taking  in  new  factors  or  retiring  older  ones,  always  seeking  to  make 
the  utopias,  which  our  minds  construct,  less  utopian.  Thus  theory 
becomes,  not  only  a mental  tool  for  investigation  of  facts,  out 
becomes  also  an  interpretation,  correlation  and  expectation  of  facts. 
In  short,  theory  oe comes  a different  m.eaning  of  Y.ebcr’s  ^understendinr 
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not  the  pedagogio  meaning  of  fellow  feeling  but  the  pragr.atiG  nieanins: 
or.  which  we  predict  and  act. 

Cn  account,  however,  of  the  novelty  and  complexity  of  the  effort 
to  understand  the  part-whole  relationship,  and  in  view  of  V/eber^s 
ideal  type  as  a tool  for  investigating  that  relationship,  we  are 
recuired  to  make  more  precise  the  meanings,  not  only  of  our  m*ental 
processes,  but  also  of  the  objective  relationsiiips  to  which  such  pro- 
cesses refer.  This  should  give  to  us  the  mental  tools,  which,  as 
o^ohn  Locke  intended,  should  enable  us  to  separate  our  mental  processes 
from  the  objects  investigated,  an  equipment  which  is  none  other  than 
that  of  keeping  our  personal  bias  out  of  our  theory.  V/e  give,  there- 
fore, what  we  understand  as  the  mieanings  of  words  for  the  purpose  of 
expounding  a theory  of  the  scientific  process  of  arriving  at  the  under- 
standing of  the  part-whole  relation  in  economics. 

First,  as  to  the  very  starting  point  of  o'ur  theory,  the  meaning 
of  a Fact  itself.  vie  pretend  to  base  our  theory  on  Facts.  But  wiiat 
are  facts?  A fact,  in  its  beginning,  is  only  a first  impression  from 
the  outside  world,  which  we  call  an  object,  a thing.  Lext,  it  begins 
to  have  meaning,  but  only  because  we  construct  that  meaning  out  of  our 
previous  knowledge  and  experience,  ^which  we  may  name  Instantaneous 
hemory.  V/e  read  our  own  life  history  into  the  facts  and  - we  may  oe 
mistaken  from  the  very  start.  At  this  stage  ti:e  fact  is  ,a  Percept. 

It  does  not  correspond  at  ail  tc  the  whole  of  leality  - it  corresponds 
only  to  a special  attribute  of  the  v;hole,  and  thus  it  is  only  a prag- 
matic convenience  for  us  in  approaching  the  next  stage,  the  stage  of 
concept. 

A Concept  is  a similarity  of  attributes,  such  as  the  concept  use- 
vaiue,  transaction,  person,  going  concern.  Is  a concept,  then,  a 
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part-v^hoie  relation?  Is  it  a V/tioie,  of  whioli  the  parts  - that  is,  tr. 
percept  - are  constituent  wholes?  Here  is  the  first  double  meaning 
oi  the  word  Part  - or  rather  a false  meaning  of  Part.  A percept  - 
that  is,  an  object  - is  not  a part  of  which  a concept  is  the  whole. 

A percept  was  only  a special  attribute  -*  like  yellow,  or  a special 
complex  of  attributes,  like  a yellow  flower  - of  something  that  was 
unknown  as  a whole;  and  a concept  is  simply  another  pragmatic  con- 
venience by  which  we  summarize  in  one  word  - a noun  - a similarity  of 
percepts. 

Next,  we  distinguish  Principles.  V/hile  a concept  was  a simi- 
larity of  attributes,  a principle  is  a uniformity  of  motions.  Here 
we  distinguish  the  subjective  from  the  pragmatic  mieaning  of  principle. 
The  subjective  meaning  is  that  of  a cause,  a reason,  a law,  compelling, 
as  it  were,  the  motions  to  be  similar,  as  when  I say,  This  is  a law 
of  nature,  or  These  are  my  principles  which  I will  not  abandon.  This 
subjective  meaning  was  the  source  of  V/eber’s  ideal -typus.  But  the 
pragmiatic  meaning  of  principle  is  nothing  but  the  uniformity  itself. 
■7ith  this  latter  meaning,  each  motion,  by  itself,  whether  sim.ple  or 
complex,  was  a fact,  a percept.  It  was  not  a part-motion,  of  wi^ich  the 
principle  is  the  w'hole-motion.  A principle  is  a uniformity  of  repe- 
tition of  either  part-miotions  or  of  v/hole-miotions.  It  is  a convenience 
for  sumimiarizing  similarities  in  one  word  - but  the  other  convenience 
of  language  miakes  it  misleading  by  giving  to  it  the  name  of  a noun 
instead  of  a verb.  Use-value  is  a concept  - a similarity  of  qualities; 
but  using  and  valuing  is  a principle  - a uniformity  of  motions. 
Transaction  is  a concept,  but  uniformity  of  transacting  is  a principle 
Going  concern  is  a concept,  but  villingness  is  its  principle,  tnat  is, 
its  expected  uniformities  of  transactions.  A am  Smith  is  a complex 
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concept  of  a person,  out  Smithizing  Is  a principle  of  a certain  uni- 
foimity  of  reasoning. 

So  it  is  viith  our  concept  of  a ’’factor^^  as  employed  in  the  phrase 
limiting  and  complementary  factors.”  As  concept,  a factor  is  a unit, 
an  individual,  an  o’o^ect  ~ say,  potash  or  Sm.itii;  hut,  as  principle,  a 
±actor  is  a hroad-caster  of  uniform  activities.  It  is  not  potash  tiiat 
is  the  limiting  factor  in  agriculture  - it  is  the  chemical,  electric, 
or  'A-natever  activities  of  potash,  operating  with  its  peculiar  uni- 
formiities  on  other  activities.  And  a person  is  not  a noun  ~ he  is  a 
verb  of  all  the  activities  he  is  expected  to  radiate  in  dealings  with 
nature  or  with  other  persons.  It  is  these  activities  that  are  the 
limiting  and  com.plem.entary  factors,  and  their  uniformities  are  their 
principles. 

\7e  have,  therefore,  not  yet  reached  the  part-whole  relation. 
Complexity  is  not  a relation  of  parts  to  the  v/hole.  It  is  ^just  c omi- 
plexity,  and  there  is  no  understanding  of  how,  or  why,  or  what  for. 
There  may  be  similar  complexities,  like  flowers,  or  similar  simplici- 
ties, like  yellow.  In  fact,  that  is  what  we  mean  by  a hierarchy,  or 
classification,  of  concepts  or  principles.  A genus  is  a wide  similarit 
of  more  sim.ple  attributes  or  motions;  a species  is  a more  narrow 
similarity  of  more  co/riplex  attributes  or  motions.  Animal  is  genus, 
man  is  species.  The  latter  is  not  a part  of  which  the  former  is  the 
whole..  The  relation  is  taxonomic,  not  functional  (Veblen) . 

In  order,  then,  to  proceed  to  the  part-whole  relation  we  need 
another  name  for  the  mental  process,  h'e  namie  it  a Formula.  A formula 
is  somiewhat  like  Weber’s  ideal-typus  - it  is  a mere  mental  tool  con- 
structed for  research  and  action,  and  it  is  a formulation  cf  the 
relation  of  the  parts  to  each  other  and  to  the  whole.  The  parts  are 
themselves  wholes,  requiring  each  its  own  formula,  and  so  on  down  to 
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parts  which  we  consider  ultimate  I’or  our  particular  science* 

But  the  decisive  question  is,  Is  it  a Formula  of  concepts  or  a 
formula  of  principles? 

Take  the  concept,  Going  Concern.  Is  it  a formula  of  different 
similarities  of  individuals,  of  tools,  machines,  products,  related  to 
each  other,  or  is  it  a formula  of  different  uniformities  of  acting  and 
transacting? 

Or  take  the  concept  of  the  individual  himself  who  is  a part  of  the 
concern.  Is  he  the  concept  of  Smith  or  the  principle  of  Smithizing? 

Or  take  the  concept  of  a transaction.  Is  it  the  relations  of  individ- 
ual wills  to  each  other  or  is  it  the  relation  of  different  kinds  of 
similar  volitional  activities  to  each  other? 

Here,  we  may  say,  is  the  practical  application  of  he ber ’ s ideal - 
type  - it  consists  in  the  formiulation  of  concepts  and  principles  into 

a formula  whiich  shall  be  used  without  change  as  tools  for  investigation 

of  facts.  It  is  the  familiar  problem  of  definition.  But  definitions 

cannot  be  formiulated  without  a theory  of  the  functions  to  be  played  by 

all  the  parts  in  the  final  outcome.  It  is  not  enough  to  say  that  one 
definition  is  as  good  as  another  provided  use  it  always  with  the 
same  meaning.  Each  definition  must  be  fitted  to  the  problem  of  re- 
search and  action  which  we  have  in  mind  and  then  only  is  it  to  be, 
or  can  it  be,  used  without  clianging  the  meaning. 

V/e  need  to  distinguish,  however,  first  of  all,  whether  we  use  it 
as  a concept  or  as  a principle,  and  whether  we  use  it  as  a formula  of 
interdependent  concepts  or  interdependent  principles.  Take  the  five 
part-concepts  on  which  y^e  conceive  economic  theory  rests,  and  their 
relations  to  each  other  and  to  the  whole  whicli  we  call  V/iilingness. 

Each  is  both  a concept  and  a principle. 
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The  concept  of  Scarcity  is  that  formniated  oy  Fenger.  It  is  a 
concept  of  pure  number  existing  only  in  the  mind  - a ratio  existing 
between  a quantity  of  things  wanted  and  the  quantity  available  at  the 
time  and  place,  as  such  a typical  relation,  or  ideal-typus , it  is  a 
whole  composed  of  two  interdependent  parts,  each  of  which  is  itself 
an-.ther  whole  composed  of  its  o^’';n  interdependent  parts.  And  the  pure 
nuiriber  - the  ratio  - is  both  the  concept  and  the  measure  of  the  inter- 
depenc.enoe  itself.  But  Scarcity  is  also  a principle,  when  it  is 
conceived  to  be  the  uniformity,  with  variability,  of  the  motions  of 
living  creatures  relative  to  the  chemiical,  electric  or  other  motions 
oi  the  things  wanted.  It  is  this  principle  - not  the  concept  - that 
becomes  a functioning  part  in  the  formula  of  the  whole  of  Willingness. 

Also  Efficiency.  The  concept  of  Efficiency  is  again  a concept  of 
pure  numiber,  existing  only  in  the  mdnd.  It  consists  of  the  ratio 
between  two  parts,  the  output  and  input  during  a unit  of  time.  But 
the  principle  of  Efficiency  is  the  uniformity,  with  variability,  of  the 
activities  of  h^uman  beings  relative  to,  again,  the  chemical,  electric, 
gravitational,  or  other  motions  of  the  instruments  used  and  the  prod- 
ucts yielded. 

Tiie  concept  of  Custom  is  that  of  the  binding  force  which  groups 
of  individuals  have  over  individual  members,  but  the  principle  of 
custom!  is  the  repetition,  with  variability,  of  the  acts  and  transaction 
of  individuals  insofar  as  this  binding  force  of  the  group  continues  to 
operate.  Hence  the  concept  of  sovereignty  is  iilce  that  of  customi, 
differing  in  the  use  of  physical  power  as  the  oinding  force,  but  the 
principle  of  sovereignty  is  the  repetition,  v;ith  variability,  of  the 
transactions  of  superiors  with  inferiors  who  are  subordinate  to  their 
’O-se  of  physical  force. 

The  concept  of  Futurity  is  that  of  expected  events,  but  the 
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principie  of  Futurity  is  the  uniformity  of  repetition,  with  variabil- 
ity, of  acts  and  transactions  performed  in  the  moving  Present  with 
reference  to  futui'e  events  as  expected  hindrances,  aids,  or  conse- 
ouenees. 

These  five  part-principles  constitute,  in  their  interdependence , 
tie  whole  of  the  principle  of  Willingness.  This,  as  concept,  is  the 
cofrplex  attributes  of  human  beings,  but,  as  principle^  it  is  the 
expected  repetition,  with  variability,  of  the  to1ai  of  all  human  acting 
ana  transacting  within  the  limiting  and  complementary  interdependence 
of  the  principles  of  scarcity,  efficiency,  custom,  sovereignty  and 
futurity.  The  functional  relations  are  those  in  which  a change  in  one 
dinension  changes  ail  of  the  others  and  thus  changes  the  whole  trans- 
action or  concern.  If  efficiency  increases,  scarcity  diminishes,  a 
variation  of  custom  occurs,  as  well  as  the  expectations  of  the  future 
and  perhaps  the  use  of  sovereignty.  In  the  formula  of  transactions 
it  was  noted  that  a change  in  any  one  of  the  dimensions  of  opportunity, 
power  and  competition  is  a change  in  the  other  two.  Changes  in  its 
functional  constituents  is  a change  in  the  whole  of  willingness. 

Hence  we  reach  the  concept  of  going  concerns  as  the  expected 
repetition  of  interdependent  transactions,  the  principle  of  which  is 
Tiiiingness,  and  the  formula  for  which  is  the  mental  formula  previously 
offered,  of  the  changirig  interdependence  of  all  its  limiting  and 
Gcmpiementary  principles. 

This  formula,  we  take  it,  fits  V.'eber^s  concept  of  an  ideai-typus, 
but  we  name  it  '’scientific”  instead  of  pedagogical  or  personified, 
because  it  is  a formula  including  ail  of  the  factors  instead  of  a few- 
selected  ones,  since  it  does  not  depend  upon  any  selected  subjective 
emotions  for  its  formulation,  and  because  it  furnishes  an  elastic 
outline  of  the  interdependence  of  all  factors  which  must  then  be 
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investigated  bath  separately  as  part-whole  relations  in  their  own  righ' 
end  interdependently  as  limiting  and  complementary  factors.  Its  claim 
for  scientific  availability  as  a mental  tool  of  research  rests  apon  th-., 
same  distinctiens  as  those  made  by  I’eber  between  philosophy,  or 
metaphysics,  and  methodology.  It  is  solely  an  instrument  of  miethod, 
and  its  m.ethcd  consists  in  separating  distinctly  the  science  of  human 
activity  from:  the  sciences  of  meciianism  and  organism.  It  is  by  means 
of  this  separation  of  the  sciences,  that  ■7eber  avoids  philosophy  and 
metaphysics.  For  methodology  is  the  logical  structure  of  the  concepts 

and  principles  in  Wi.icli  each  science  formulates  its  own  knowledge  or 

1 

j- 

its  means  of  knowledge  within  its  own  field.  The  limiits  of  methodolo- 
gy are  the  points  were  the  particular  science  passes  over  into  otiier 
sciences,  and  it  is  the  attem.pt  to  pass  beyond  these  limits  that  is 
tie  philosophical  or  metaphysical  disturbance.  Y.'hen  once  it  is  per- 
ceived  that  these  limits  cannot  be  passed,  in  our  present  state  of 
knowledge,  then  the  problem  of  the  method  does  not  get  confused  with  tc.c 
problems  of  philosophy  or  metaphysics.  It  is  this  distinction  that 
enables  us  to  define  V/illingness , Custom,  Futurity  and  Value  prag- 
matically as  we  do,  without  metaphysical  or  philosophic  implication. 

For  examipie,  the  problem  of  whether  the  ’./ill  is  "free"  or 
"determined"  is  a "metaphysical"  problem  from  our  pragmatic  standpoint 
arc  therefore  beyond  the  limits  of  the  methodology  rf  political  econ- 
omy. But  it  is  net  metaphysical  from  the  standpoint  of  psychology 
or  neurology,  vhiich  investigate,  by  means  of  their  own  peculiar  formu- 
lae, the  relations  between  mind  and  body.  ,;e  take  the  will  as  we  find 
it,  namely  the  whole  activity  of  human  beings  in  their  actions  and 
transactions,  and  then  construct  the  concepts,  principles  and  formulae, 
which,  it  is  believed  on  our  present  knowledge,  will  serve  to  investi- 
gate all  the  problems  of  political  economy,  without  endeavoring  to 
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bring  ever  the  so-caiied  metaphysical,  but  really  psychclcgical  prot- 
lem  of  freedom  or  determinism. 

Here  we  recognize,  however,  that  there  can  be  no  science  of 
political  economy  if  the  will  is  free,  in  the  sense  of  wholly  capric- 
ious and  ijjide termiined.  This  requires  us  to  look  for  unif ormiities  in 
the  operation  of  the  will,  if  we  would  have  an  economic  science  of 
Tiliingness.  '"e  look  for  such  uniformities,  and  we  look  for  them,  not 
merely  in  the  scientific  sense  of  how  and  how  much,,  applicable  to 
physical  sciences,  but  in  the  volitional  sense  of  wh^^,  which  we  can 
^understand,  in  the  meaning  given  by  keber.  Yet  we  differ  from 
Heberts  why.  He  found,  ■ wi^ich  is  undoubtedly  true,  that  Value  is  a 
piurely  individualistic,  subjective,  capricious  emiotion,  subject  to 
no  logical  rules  whatever.  In  this  respect  it  is  like  the  subjective 
will.  If,  then,  we  rest  our  science  on  subjective  emotion,  we  can  have 
no  social  science  and  must  resort  either  to  metaphysics  or  to  a science 
which  deals  solely  with  individuals,  namely,  pedagogy.  This  was 
leber^s  difficulty.  He  introduced,  after  all,  into  his  methodology, 
that  which  for  the  purposes  of  social  science,  is  an  individualistic 
entity,  as  far  as  we  know,  whether  "free"  or  "determined,"  is  highly 
capricious,  unaccountable  and  especially  individualistic.  But  if  we 
rest  our  search  for  uniformity  upon  our  transactions,  instead  of  indi- 
vidualistic emotions,  tiien  v^e  do  have  many  uniformities  which  we  can 
understand  in  our  own  consciousness  of  vv hy  they  ere  uniform,  because 
they  are  ^unif ormi ties  which  we  know  by  experience. 

One  of  these  uniformities  is  Gustomi.  Alt^iough  individual  eri'iO- 
tions,  or  subjective  valuations,  or  the  subjective  will  may  difier  so 
capriciously  that  no  scientific  uniformity  can  oe  predicted  upon  them, 
yet  we  do  find  unif ormiities  of  action  when  we  look  to  transactions, 
instead  of  emiOtions.  Here,  indeed,  however,  the  metaphysical  proolem, 
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or  rather  the  prooiem  of  psychology  instead  of  economics,  sets  a 
limit  to  the  methodoiogy  of  economic  science.  Psychelogy,  or  neurolo- 
gy, finds  certain  individualistic  uniformities  named  Habit,  and  this 
uniformity,  fromi  the  time  of  Hume,  was  not  distinguished  from  Custom,. 
Custom  was  merely  uniformity  of  individual  habits*  Eoonofr.ic  Science 
talces  this  as  a presupposition  which  it  does  not  necessarily  investi- 
gate, but  the  methodoiogy  of  economic  science  requires  us  to  look 
further  - indeed  to  set  up  an  ideal-typus  of  a social  force  or  pressure 
which  compels  individuals  to  conform  regardless  of  their  individual 
habits,  and  which  can  itself  be  investigated  in  its  own  right,  ©ver  and 
above  the  presupposition  of  habit.  Such  investigation  is  historical, 
and  its  fruitful  sourae  of  data  is  in  the  legal  and  arbitrational 
decisions  wherein  custom  is  converted  into  common  law.  Here  it  becom.es 
the  function  of  methodology  to  formulate  a definition  of  custom.,  not 
on  the  psychological  and  individualistic  basis  of  Habit,  but  upon  the 
social  pressure  that  compels  uriiformiity  of  action  by  all  individuals 
Vi  thin  the  jurisdiction.  Such  a definition,  drawn  from  such  sources, 
indicates  penalties  or  sanctions  imposed  on  tiiose  individuals  whose 
capricious  emotions,  valuations  or  wills  do  not  conform  to  that  wiiicn 
we  call  the  ^^working  rule”  of  the  custom.  V/ith  such  a concept  of 
custom!  economic  science  can  and  does  operate  as  an  instrument  of  in- 
vestigation and  it  serves  to  e:xplain  and  understand. 

But  it  does  so  because  it  brings  in  another  principle  peculiar 
to  the  social  sciences  and  not  found  in  the  concept  of  Haoit,  namely, 
the  principle  of  expectation  which  we  name  Futirrity.  Habit  is  a repe- 
tition of  acts  determined  - if  they  be  "determined”  - by  physiological 
processes  that  occurred  in  the  past,  but  the  binding,  or  "determining^" 
force  of  custom  is  the  uniformiity  of  expectations  of  gain  or  loss 
imiagined  in  the  future.  This  "futurity” , while  from  the  suo^ective 
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s'candpoint  it  belongs  to  the  individualistic  science  of  psychology, 
yet,  from  the  objective  and  social  standpoint,  it  is  none  other  than 
the  existing  rights,  duties,  liberties  and  exposures  baaed  on  social 
sanctions. 

This  principle  of  futurity  furnishes  also  all  that  is  meant  ob- 
jectively by  the  concept  of  value  or  purpose,  and  therefore  the 
capricious  and  lawless  subjective  value  or  will  of  Weber,  which  is 
incapable  of  the  uniformities  required  by  science,  is  displaced  by 
those  uniformities  of  valuation  and  willingness  which  are  the  subject- 
matter  of  both  jurisprudence  and  economics.  But  no  science  requires 
absolute  uniformities  in  order  to  be  a science.  Even  astronomy  allows 
for  variabilities,  rniuch  more  so  economics.  The  very  fact  that  we  have 
a great  com.plexity  of  forces  - or  rather,  principles  - operating  to- 
gether prevents  exact  repetition  of  any  one  of  ti.em,  and  the  diffi- 
cult problemi  of  economics  is  so  to  correlate  the  various  principles 
ti-at  the  variabilities  may  be  explained  and  understood,  not  as  un- 
accountable caprices  of  individual  values  and  wills,  but  as  changing 
interrelations  of  the  several  principles  which  const! tuie  the 
whole  of  the  principle  of  willingness.  The  variabilities  may  be  said 
to  be  the  as  yet  unsolved  cases  of  functional  interdependence  of  the 
factors. 

Thus  we  reach  the  conclusion  that  the  science  of  political  econo- 
my is  not  a body  of  facts  but  is  a theory  of  the  interdependence  of  all 
the  part  principles  which  compose  the  whole  principle  of  willingness. 

The  theory  itself  is  not  something  that  can  ever  be  made  to  correspond 
to  reality,  in  Lockers  or  Menger^s  sense  of  a copy  - it  is  only  a 
method  of  investigating  reality.  If  there  is  a consensus  cf  method 
among  corr.petent  investigators  then  we  have  approached,  as  Peirce 
asserted,  as  near  to  reality  as  the  limiits  of  hum.an  capacity  permiit. 
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same  method  is  nsed  lor  iixves tigating 
that  alternative  to  Reality  vhxich  we  name  Reasonable  Value.  This  alte.. 
x^ative  is  the  Ethical  Ideal-Type. 

4.  The  Ethical  Ideal-Type.  - The  ethical  ideal-type  is  Reason- 
cole  Value.  It  contains,  like  the  scientific  type  all  of  the  suppo- 
sitions and  presumptions,  ail  of  the  part  principles  and  the  whole 
principle  of  willingness.  But  it  gives  different  weights  - that  is, 
dilferent  values  - to  different  parts.  The  parts  are  not  weighted  so 
as  to  conform  to  reality,  in  the  spirit  of  science,  but  so  as  to  con- 
form to  an  unreality  which  yet  may  be  made  real  bv  the  concerted  action 
01  willingness*  -Teber  did  not  himself  consider  the  ethical  ideal  to 
be  an  allowable  meaning  of  his  ideal -typus.  But  here  a double  meaning 
of  the  ethical  ideal  must  be  noted,  involved  in  his  meaning  of  the 
Endpunkt  or  ultimate  goal,  which  he  excluded.  It. e one  meaning  is  that 
of  the  unattainable,  the  other  of  the  attainable.  Enbor  excluded 
both.  But  the  one  properly  to  be  excluded  from  consideration  is  only 
the  una ttainable , like,  we  may  say,  heaven,  hell,  communism,  anarchism, 
universal  brotherly  love,  universal  virtue,  or  happiness.  The  attain- 
able ”Endpunkt"  is  Reasonable  Value.  A theory  of  the  attainable  is  as 
much  a scientific  theory  as  is  a theory  of  the  attained.  For,  a theory 
of  willingness  is  always  a theory  of  something  that  is  reaching  towards 
the  unfinished  future,  which,  at  this  stage,  is  Ethical.  But  when  thaw 
Future  is  finished  by  occoming  the  Present,  then  the  sam.e  theory  of 
willingness  becomes  an  historical  theory  of  that  Vvhich  has  been  at- 
tained. Ethics  is  the  future,  but  History  is  the  past,  of  the  same 
principle,  V/illingness. 

This  meaning  of  ethics  is,  again,  an  ideal- type  constructed  for 
the  purpose  of  investiga ting  and  understanding,  objectively  the  nature 
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oi  transactions  and  going  concerns,  and  mast  be  distingaislied  from 
tnat  ideal-type  of  sab^ective  etLics  which  is  capricious  and  individu- 
alistic o Cur  concept  of  i.^.e  Ethical  ideal-type  is  based  on  a worliabie 
consensus  of  opinion  of  ail  who  participate  in  transactions,  and  while 
it  means  vdiat  ought  to  be,  contrasted  with  what  or  was , it  is  not 
the  subjective  ougiit  of  capricious  individuals,  out  is  the  consensual 
ought  of  those  who  worh  together  and  arc  dependent  one  upon  another 
for  the  continuance  of  their  cooperation.  It  is  not  what  I think 
ought  to  be  but  what  think  ought  to  be,  as  a going  concern. 

heber  had  in  mind  what  I think,  not  what  V/e  think.  The  formula 
b2^  wliich  this  ethical  consensus  of  opinion  is  reached  is  nevertheless 
the  very  same  ideal- type  of  V/eber^s  contrivance.  It  is  found  throughou 
all  judicial  reasoning.  It  consists  in  maxims,  standards,  fictions, 
personif icati ons , analogies,  and  so  on,  constructed  mentally  for  the 
purpose  of  rendering  justice.  Perhaps  the  most  elementary  ideal -type, 
constructed  during  the  past  three  hundred  years  and  still  undergoing 
reconstruction  as  new  cases  arise,  is  that  ideal  of  a willing  buyer 
and  a willing  seller,  which  is  set  up  as  the  ideal- type  of  economic 
relationship  out  of  vnhich  a reasonable  value  ensues. 

Likewise  that  ideal-type  created  in  the  sixteenth  century  of  the 
common-law  on  which  the  greater  part  of  the  modern  credit  system,  is 
based,  the  ’'assumpsit”  that  ’’everybody  is  supposed  to  have  undertaken 
to  do  what  is  in  point  of  law,  just  and  right.”  (Bouvier,  Assumpsit) 
Ti-is  assumption  may  be  m.creiy  an  implied  promise  where  there  is  no 
express  promise,  or  it  may  be  a pure  fiction.  Upon  it  is  based  the 
science  of  jurisprudence.  In  fact,  prac ticailjT-  all  of  the  Fictions 
which  so  incensed  Jerem-5"  Bentham,  since  they  are  legal  assumptions  that 
something  which  is  or  may  be  false  is  nevertheless  true,  are  ethical 
ideal-types  for  the  purpose  of  adjusting  old  rules  of  lav/  to  new  con- 
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And  they  are  hased  evidently  on  the  experience  of  a uni- 
fomity  in  the  operation  of  instead  of  capricious  unknov^able 

sub^iective  wills,  and  are  therefore  strictly  scientific. 

The  fiction,  as  used  in  legal  reasoning,  whether  it  be  that  of 
an  "implied^'  promise  or  a sheer  outright  fiction  in  the  technical  sense, 
is  a fiction  only  by  way  of  contrast  with  preceding  notions  of  a 
capricious  arbitrary  will.  This  preceding  notion  was  applicable  to 
the  preceding  feudal  period  of  viclence,  robbery,  capriciA»us  and  de- 
spotic crntrol,  but  when  peaceful  industry  began  to  come  in,  with  its 
"’customs"  of  merchants,  in  buying,  selling  and  firlfilling  their 
promises,  then  the  observed  uniformities  of  these  capitalistic  trans- 
actions furnished  grounds  for  implying  that  an  individual  plaintiff  or 
defendant  who  was  a party  to  a transaction,  no  matter  whether  in  his 
own  mind  he  actually  intended  it  or  not,  yet  he  did  intend  to  do  v;hat 
could  be  implied  from  the  principle  of  uniformity  of  action. 

ITo  sciences  other  than  the  social  sciences,  especially  economics 

and  law,  can  be  a science  if  it  pretends  that  what  is  false  is  actually 

true.  Physics  and  biology  can  not  read  into  electricity  or  a colony 

of  ants,  except  by  poetic  personification,  any  purpose,  intention, 

implied  promises,  or  fictions,  to  do  or  not  to  do  anything.  This  is 

1 

the  solid  foundation  of  V,eber"s  insight  in  setting  up  his  ideal-typus 
as  peculiar  to  social  sciences,  distinguishing  them<  thereby  fromi  physi 
cal  sciences.  He  was  wrong,  however,  only  because  he  rested  upon  the 
capricious  subjective  valuations  of  individuals  that  cannot  be  reduced 
to  the  logical  consistency  recuired  by  a science.  All  that  science 
requires  for  its  methodology  is  certain  uniformities  of  motion,  and 


1 Rather  that  of  Rickert  his  teacher.  Rickert,  op.  cit. 


this  is  furnished,  for  eGonomics  and  law,  d;/  the  Anglo-American  common 
law  with  its  foundation  on  custom,  which  is  none  other  than  expected 
uniformity  of  the  wiii-in-action. 

Furthermore,  economics  or  legal  science  could  not  read  into  the 
capricious  subjective  valuations  or  wills  of  individuals  any  depend- 
able purpose  to  make  a promise  or  to  fulfill  it  if  made.  But  if  a 
custom  of  merchants  has  grown  up,  which  is  nothing  but  a certain 
expected  imiformity  of  vjills,  then  hundreds  of  implications,  assump- 
tions and  fictions,  based  on  that  uniformity,  can  be  read  into  the  mind 
of  individual  plaintiffs  or  defendants  regardless  of  whether  they  were 
true  or  false  respecting  what  went  on  in  the  subjective  recesses  of 
those  minds. 

The  same  is  true  in  economics  as  in  law.  The  fiction  of  the 
’^economic  man^'^  is  simply  an  assumption  of  a certain  uniformity  of  the 
will.  Its  defect  was  that  it  was  assumed  to  be  the  only  uniformiity, 
whereas  it  is  continually  modified  by  limiting  and  complementary 
uniformities,  all  of  which,  insofar  as  they  are  or  if ormities , we  have 
named  "principles. ” In  fact,  the  economic  and  legal  fictions  and 
implied  promises,  purposes,  intentions,  motives,  etc.,  based  on  the 
principle  of  uniformity,  but  inconceivable  in  the  physical  and  organic 
sciences,  are  the  only  mental  tools  of  investigation  by  the  use  of 
which  economics  or  law  can  be  made  into  a science.  All  of  them  may  be 
generalized  in  the  one  concept,  Weberns  ideal-t^^pe,  whether  it  be  the 
scientific  aspect  of  that  t3rpe  when  applied  to  past  time,  or  the 
ethical  aspect  when  applied  to  future  time. 

The  largest  employment  of  the  ethical  ideal- type  is  in  the  so- 
called  "ph,3^sical  valuation”  of  railways  and  other  public  utilities, 
where  an  alternative  going  concern  is  constructed  in  imagination  by 
engineers,  accountants  and  economists,  for  the  purpose  of  bringing  tnc 
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actual  concern  of  history  into  conlormity  u'ith  are  deemed  to  he 

reasonshie  capitalization,  reasonable  prices  to  be  charged  to  the  pub- 
lic and  reasonable  services  to  be  rendered  to  the  public. 

Tiiese  and  sirailar  ideal-types  v;ill  require  our  attention  in  the 
cDixCluciing  ciiapter  on  Reasonableness.  7/e  introduce  them  iiere  with 
reference  to  V/eber's  significant  contribution  to  the  methodology  of 
economic  research.  They  are  constructed,  it  will  be  noted,  not  on  his 
individualistic  emotions  of  value,  nor  on  individualistic  concepts  of 
subjective  will,  all  of  wi.ich  are  widely  different,  capricious  and 
without  any  uniformity.  But  they  are  constructed  on  the  assumption 
of  certain  uniformities  of  wills,  for  the  express  purpose  of  commanding 
controlling,  and  bringing  about  a wider  extension  of  that  uniformity 
in  accordance  with  what  is  deemed  to  be  ti.ie  ethical  ideal-type  appli- 
cable to  that  class  of  transactions.  It  is  tl-is  Icind  of  uniformity 
which  makes  possible  a theory  of  economic  willingness,  wiiether  it 
be  a scientific  theory  or  what  has  happened  in  the  past  or  an  ethical 
theory  of  what  ought  to  happen  in  the  future. 

The  question  now  reverts  to  the  point  where  we  started.  Does- 
our  formula  of  transactions  and  going  concerns  furnish  an  alternative 
to  V/eber’s  methodology,  w'hich,  while  being  scientific  in  the  sense 
employed  in  physical  and  organic  sciences,  yet  also  Incorporates  the 
peculiar  quality  of  social  science  wixich  distinguishes  it  from  them? 

The  answer  is  that  it  is  scientific  in  that  it  is  not  based  on  subject- 
ive capricious  entities  of  magic,  or  alchemy,  or  value,  or  vmli,  but 
is  based  on  uniformities  of  behavior,  like  all  science;  and  that  it  is 
social  in  that  it  distinguishes  from  the  physical  and  organic  sciences 
by  discovering  social  uniformities  in  the  operation  of  human  wills, 
whereas  they  discover  uniformities  in  the  operation  of  physical  and 
living  bodies.  These  uniformities,  for  social  science,  all  turn  on 
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the  principle  of  Future  Time,  a principle  not  found  in  physical  or 
organic  sciences,  and  made  possible  in  social  science  only  by  the  in- 
stitutions of  language,  number,  and  security  of  expectations.  It 
is  doubtless  true  that,  for  pedagogical  and  propagandist  purposes, 
ti-ese  scientific  principles  need  a different  methodology,  the  miethod 
of  Personification.  But  it  is  also  true  that  personification  is  the 
very  contradiction  of  science,  and  that  the  last  science  from  which 
it  is  being  painfully  eliminated  is  that  in  which  it  is  the  very  sub- 
.;;.ect-ma tter  of  the  science,  the  human  will  itself. 


(To  page  71,  chapter  on  V/illingness ) 
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that  even  the  oustom,  \^hich  s-aoordinates  me  to  othoro,  might 
change  - or  rather  that  the  immediate  persons  v;ho  practice  the 
custom  as  it  affects  me,  might  change  their  minds  relative 
to  one  or  all  of  these  existing  particular  rights,  duties, 
liherties  end  'exposures. 

This  implies  that  they  are  volitional  beings,  and  not 
animals  or  forces  of  nature » and  can  therefore  ho  approached 
in  that  volitiono.1  wajr  which  wo  call  persuasion  or  argument. 

In  other  v;ords  they  are  thomselvos,  respecting  the  particular 
relation  under  consideration,  in  the  status  of  liberty.  If, 
however,  they  are  bound  by  necessity,  coming  from  the  forces 
of  nature  like  eloctrioity  or  animals,  or  if  they  are 
themselves  subordinate  to  a superior  authority,  then  I cannot 
expect  to  make  any  change  in  my  status.  But  if  I believe  it 
is  a matter  of  choic-j  with  thorn  then  it  is  full  of  meaning  to 
say,  "you  ought  or  ought  not"  to  keep  him  in  his  correlative 
status,  which,  though  disagr i^eable  to  me,  is  agreeablo  to  him. 

Thus,  in  an  existing  status,  my  rights,  psychologically, 
are  my  feelinas  of  expootatioii  that  I can  call  upon  a power, 
superior  to  myself  and  others,  to  aid  mo  in  imposing  my  own  will 
upon  others,  and  my  status  is  thorofore  one  of  a fooling  of 
security  of  expectations  in  that  particular  class  of  trans- 
actions. But,  if  I am  dissatisfied  v/ith  my  status,  and  if  that 
p077er  which  d'.jterminos  my  status  is  freo  to  choose,  then  my 
feelings  of  my  rights  are  directed  towards  an  alternative  imagined 
status  or  position,  which  I feel  I ought  to  have  at  the  hands 
of  the  superior  volitional  power.  I do  not  have  the  right,  but  I 
ought  to  have  it,  in  the  sen so  that  the  superior  authority 
ought  to  furnish  it. 
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It  follows  that  the  only  way  in  whi ch  the  superior 
authority  can  furnish  that  right  to  me  is  by  imposing  an 
equivalent  duty  on  another,  or  m*any  others,  such  as  the  duty  of 
performance,  forbearance  or  avoidance.  Consequently  my  feel- 
ing that  I ought  to  have  the  right,  and  that  the  superior 
authority  ought  to  afford  it,  is  also  the  identical  feeling 
on  my  part  that  the  opposite  party  or  parties  ought  to  confurm 
to  my  desired  security  of  expectations.  If^  of  their  own 
free  choice  they  do  not,  then  the  superior  ought  to  indicate 
his  will  that  they  must  or  must  not»  and  ought  to  follow  it 
up  by  action,  if  necessary.  Thus  my  feeling  that  I ought  to 
have  certain  economic  rights  which  I do  not  have  is  a three- 
fold feeling  of  comparison  of  fl)  an  existing  and  a different 

■if 

imagined  status  for  myself,  (2)  an  existing  and  a different  ex- 
pectation of  performance,  avoidance  o?  forbearance  by  opposite 
persons,  and  (3)  an  existing  and  a different  performance,  avoid- 
ance or  forbearance  of  the  superior  persons  vjho  make  the 
rules,  all  on  the  assumption  that  they  arc  free  to  choose 
but  I am  not. 

The  foregoing  rolatos  to  feelings  of  my  rights, 
actual  and  alternative.  Conversely,  the  feelings  of  myself 
respecting  my  duties,  require  again  the  distinction  of  ex- 
isting status  of  expectations  from  an  alternative  status  of 
expectations.  My  existing  duties  are  my  expectations  that  the 
superior  power  ?/ill  command  me,  if  occasion  arises  - an 
^■operative  fact’'  on  rny  part  - to  obey  by  wiy  of  performance, 
forbearance  or  avoidance,  in  which  case  I am  in  the  status  of 
feeling  that  here  and  now  I must  or  must  not  perform,  for- 
bear or  avoid.  But  if  I am  dissatisfied  \vith  this  status  and 
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haYC  a fooling  that  the  superi?:?r  authority  has  liberty  of 
choicG  and  might  bo  induced  to  change  its  mind,  then  I sot 
up  an  imaginary  alternative  status  of  no-duty  for  myself  and 
no-right  for  the  other  party  or  parties,  respecting  my 
proposed  and  desired  particular  performance,  avoidance  or 
forbearance.  Tho  fact  that  the  suporitr  can  change  his  mind 
is  the  basis  cf  the  feeling  that  ho  ought  to  do  it  and 
thereby  place  me  in  the  alternative  status  cf  liberty,  and 
pi '.GO  tho  opposite  person  in  the  alternative  state  of  ex- 
posure to  the  good  or  bad  consequonco  of  my  liberty.  Thus  my 
feeling  that  I ought  not  to  be  subjected  t©  an  existing  duty  is 
a threefold  fooling  of  fl)  comparison  of  my  existing  status  of 
duty  of  performance,  avoidance  or  forboaranoe,  with  an  alterna- 
tive status  of  liberty;  f'g)  a comparison  of  existing  and  dif- 
ferent expectec.  commands  which  constitute  that  status,  addressed 
to  mo  by  opposite  persons  who  have  the  existing  right  to 
command  me;  and  (3)  of  a different  attitude  of  the  superior 
authority  through  tho  instrumentality  of  whoso  existing 
commands  to  mo  tho  opposite  person  enjoys  his  status  of  right 
to  command  me. 

In  stating  the  foregoing  choice  of  alternatives  we  have 
•ilready  stated  the  status  of  liberty  and  exposure,  v/hich  are  tho 
.Iternativos  resp v-cti voly  of  duty  and  right.  My  liberties  arc 
my  feelings  of  a status  of  freedom  from  compulsion  by  a superior 
power  on  behalf  of  opposite  or  collateral  persons,  such  that  I 
may  do  or  not  do  v/ith  others  or  with  the  products  and  services  of 
others  what  I wish  to  do  under  the  circumstances.  Alternatively, 
if  I do  not  have  liberty  because  my  duties  placo  a limit  thereon, 
then  I have  a feeling  that  I "ought”  to  have  it  and  that  my 
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duties  ought  to  he  relaxed^  both  by  the  opposite  peraons  and  by 
the  superior  who  backs  them  up.  And  my  exposures  are  my  feelings 
that,  since,  I cannot  have  the  aid  of  the  superior,  I shall  be 
forced  to  depend  upon  my  ovm  abilities  in  meeting  the  uncertaintie 
of  obtaining  y/hat  I want  from  opposite  persons  in  my  transactions. 
Alternatively,  I feel  that  I ought  not  to  be  exposed  to  the 
unrestrained  liberty  of  others,  and  tlnat  they  ought  to  have  the 
duties,  which  I desire  to  have  imposed  upon  them  by  that  superior 
authority. 

The  question  then  is,  can  I feel  an  existing  status,  and 
can  I feel  my  imaginings  of  an  alternative  status?  Do  we  actu-  • 
ally  feel  our  position  in  a concern  - whether  a moral  concern 
like  a church  or  clubj  an  economic  concern  like  a producing  and 
selling  organization;  a political  concern  like  a political  party 
or  the  State  itself?  Do  wo  actually  foci  the  attitude  of  opposite 
persons  in  our  transactions,  and  the  attitude  of  superior  persons 
who  command  us,  and  do  v/o  feel  that  they  arc-  in  position  to 
change  their  mind  if  they  wished.  The  answer  is,  we  do  at  times. 
At  what  times  do  wo  fr3el  our  status?  Wc  fool  it  v/hen,  in  view 
of  tho  actions  or  transactions  in  which  we  wish  to  perforin, 
forbear  or  avoid,  the  concern,  or  rather  the  dominant  actors 
in  tho  Goncorri,  come  into  our  consciousness  as  a part  of  the 
whole  situation  that  is  expected  to  modify  my  actions  or  tran- 
sactions differently  from  what  I should  like.  Ae  do  not  feel 
our  status  all  the  time  - wo  feel  it  only  at  the  time  v/hen 
volitional  behavior  of  opposit.’  parties  or  superior  author- 
ities bursts  upon  us  as  a limiting  factor  in  our  transactions. 

Our  feelings  change  so  rapidly  as  v/e  go  ...long,  and  they 
are  founded,  perhaps,  upon  vibrations  within  us  of  electrons 
and  protons  having  velocities  as  rapid  as  trillions  per 
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soooTi^,  that,  as  in  all  other  cases,  we  cannot  Imow  what  our 
feelings  actually  are  in  terms  of  motion  - we  can  only  know  - 
as  we  knov/  the  color  rod  which  does  not  exist  in  the  uniTorso  - 
v/hat  those  YilDrr;tions  within  us  mean  for  us  as  we  go  along* 

The  whole  thing  is  quite  superficial  in  terms  of  ultimate 
motion.  But  in  terms  of  my  own  motion,  as  a whole  personality, 
it  is  quite  real,  do  not  need  physics  or  physiology  to 

interpret  it.  Wo  must  act  - simply  because,  somehow,  wo  feel 
that  wo  must  live,  though  there  is  no  reason  in  the  cosmos 
why  wo  must  live,  unloss  v^q  personify  the  cosmos,  which  is 
proper  onough  if  we  feel  that  we  ought  to  live*  In  such  case 
Wv3  have,  what  in  the  history  of  the  faco^  has  boon  tho  most 
powerful  of  all  feelings  of  status  - the  feeling  of  subor- 
dination of  ourselves  and  all  other  persons  to  a divine  will 
or  \7ills  which  wo  feel  that  we  can  persuade,  mollify,  enlist, 
or  avoid. 

Hero,  evidently  is  the  historic  doctrine  of  divine 
rights.  But  it  is  well-known  that  divine  rights  are  only  a 
part  of  tho  total  status  of  all  individuals  bolievod  to  bo 
subordinate  to  the  divine  will.  There  are  divine  duties,  and 
th-;-  only  reason  for  claiming  divine  rights  is  the  purpose  of 
imposin-r  equivalent  divine  duties  on  others.  But  there  are 
also  divine  liberties,  and  the  founding  of  America  by  tho 
Pilgrims  was  exactly  on  the  fooling  thn  t , whatever  earthly 
Gcclosiastios  might  claim  by  way  of  their  o\m  idea  of  divine 
rights,  the  Pilgrims  had  a superior  divine  right,  equal  to 
the  corresponding  divine  duty  of  tho  ecclesiastics  to  let  the 
Pilgrims  alone,  and  this  was,  by  proper  analysis,  the  fooling 
of  a status  of  divine  liberty,  superior  to  the  existing 
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earthly  liberties,  to  v/orship  and  live  as  they  might  choose. 
Logically,  of  course,  and  practically  as  well,  this  feeling 
left  Archbishop  Laud  in  a feeling  and  status  of  ex-posure. 

Even  when  the  feeling  of  divine  rights  gives  way  to  the 
natural  rights  of  Quesnay,  Adam  Smith,  the  American  Bevolution 
end  the  French  Hevolution,  this  powerful  feeling  of  a "natural-' 
status  of  expectations,  alternative  to  the  existing  arbitrary 
status  imposed  by  earthly  authorities,  was  again  an  appeal, 
not  to  a superior  arbitrary  will^  and  not  to  the  blind  forces 
of  unpersonified  nature,  but  to  a superior  rational  will* 

"nature"  personified,  that  desired  happiness  and  abundance  for  us. 

If,  however,  we  pass  from  theology  and  personification 
of  nature  to  the  actual  political  and  economic  going  concerns 
in  which  I am  a participant  or  member,  then  this  feeling  of 
what  others  ought  to  do  to  maintain  my  security  and  reduce  my 
exposure  by  accepting  for  themselves,  or  imposing  duties  on 
others,  is  certainly,  at  tim  s when  their  liberty  of  choice  is 
the  limiting  factor,  a feeling  that  may  arise  to  the  intensity 
of  violonce. 

'Vo  conclude,  thoreforo,  that  there  is  a personal  feeling 
of  status  within  existing  concerns.  This,  indeed,  is  not 
denied  by  anyone.  Bentham,  the  founder  of  hedonism  asserted 
it  in  his  classification  of  the  sanctions  which  included  moral 
and  divine  sanctions  as  well  as  physical  and  economic.  But 
while  ho  ol‘:iBsifiod  them  ho  did  not  difforontiato  them.  The 
feeling  of  ought  was  the  same  as  the  fooling  of  hunger. 

The  recent  extreme  bohaviorists  also  assert  it.  But  this 
consensus  does  not  go  to  the  root  of  the  matter.  Two  ob- 
jections are  to  be  noted.  The  foregoing  discussion  is 
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■!:as3d  on  the  strictly  egoistic  nssumption  thz.t  the  individual 
IS  unimatod  solely  hy  his  ovm  interest  rcg-.-.rdloss  of  others  and 
is  thjroforo  always  asserting  his  rights  and  liberties  and 
ende..:;Voring  to  get  rid  of  his  duties  and  exposures.  This 
is  entirely  consistent  with  the  most  selfish  egoism.  The 
other  consideration  noted,  especially  by  bohaviorists,  is 
that,  oven  granted  the  subjective  ethics,  whether  egoistic 
or  altruistic,  it  is  not  a subject  of  science  because  it  is  not 
quantitative  and  cannot  bo  measured. 

Considering  the  first  objection,  the  foregoing  discussion 
does  not  go  to  the  real  issue  of  subjective  ethics,  namely,  is 
there  a more  ultimate  subjective  purpose,  which,  to  the  indi- 
vidual, apart  from  God  or  Nature,  is  superior  to  the  immediate 
purposes  which  wo  have  discussed,  and  which  commands  or 
induces  him,  of  its  o\m  internal  power,  to  act  in  exactly 
the  opposite  direction  to  that  which  we  have  described.  In- 
stead of  assorting  rights  and  liberties  in  addition  to  thos-e 
which  ho  now  has,  is  there  an  internal  force  that  leads  him 
to  set  up  ideas  v/ithin  himself,  and  to  act  accordingly,  that 
ho  ought  to  give  uo  existing  rights  and  liberties  and  choose 
the  alternative  exposures  and  duties?  In  which  case  ho, 
of  course,  yields  to  others  the  liberties  and  rights, 
and  relieves  them  of  the  exposures  and  duties  v/hich  they  nav 
have  within  the-  existing  scheme  of  working  rules  of  existing 
concerns,  whether  political,  economic  or  miOrai  and,  if  ho  has 
within  himself  this  more  ultimate  standard  of  working  rules, 
which,  for  himself,  is  superior  over  existing  institutions, 
a;hat  is  the  nature  of  this  standard?  Is  it  the  greatest 
happinoBS  of  all  mankind  - the  principle  of  Bentham  and  the 
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utilitarians;  or  is  it  the  Perfection  of  Human  Character  and 
Personality  - the  principle  of  the  Intuitional  Schools?  Is 
the  ultimate  standard  Happiness,  or  is  it  Conscience? 

There  is  in  economic  science,  as  set  forth  by  Macleod^ 
a class  of  valuable  objects  more  important  than  all  others  in 
modorn  economics,  which  may  help  us  to  approach  more  closely 
to  this  ultimate  problem  of  human  character  and  personality, 
and  also  to  the  problem  whether  subjective  ethics  is  quanti- 
tative and  may  be  measured.  These  are  the  incorporeal  and 
intangible  properti-'-s  of  good  credit  and  good  will.  They 
may  be  reduced  to  one  - good  will  - of  which  good  credit  is 
the  special  case  of  good  ?;ill  of  bankers  and  investors,  while 
the  principle  goes  much  further  than  consumers’  good  v;ill, 
to  v;hich  the  term  has  usually  boon  limited.  For  with  the 
increasing  libert;/  of  wage-earners,  industrial  goodwill  is 
an  increasingly  important  asset,  far  more  valuable  than  the 
compulsory  sorvico  of  slaves,  serfs,  and  eov>/ards. 

A negotiable  debt  is  bought  and  sold,  but  the  value  of 
that  debt  is  not  merely  the  expected  legal  enforcomont  of 
contracts,  nor  the  expoctod  economic  coercion  of  profit  and 
loss  im'posed  by  the  business  community  if  ho  does  not  pay, 
nor  the  expected  ability  of  the  debtor  to  pay  - it  is  also 
the  ’’conscionce”  of  the  debtor.  Macleod’ s ’’good  credit”, 
which,  though  it  has  legal  sanctions  against  fraud  and  the 
economic  sanctions  of  llnapp’ s ]pay  community,  has  also  the 
more  important  personal  sanction  of  obedience  to  one’s  oxm 
conscionce.  Whether  the  person  having  ’’good  credit”  has  also 
a ’’good  conscience”,  is  Imown,  however,  by  bankors,  investors 


-79- 


and  speculative  purchasers  of  his  notes  and  seourities,  only 
by  inferences  drav/n  from  his  repeated  behavior;  but,  if  they 
believed  that  he  did  not  have  a good  conscience,  then 
”iiis  credit"  would  not  go  very  far.  At  any  rate,  the  doctrine 
of  limiting  and  complementary  factors  makes  his  conscience, 
along  with  legal  r:‘enalties  and  economic  profit  and  loss,  a 
part  of  the  total  limiting  and  complementary  factors  in  the 
structure  of  his  "good  credit". 

So  also  with  the  good  will  of  customers,  the  good  will 
of  laborers,  even  the  good  will  of  politicians  and  judges  in 
framing,  interpreting  ana  enforcing  laws,  and  in  all  of  the 
expected  transactions  whose  expectations  is  good  v/ill.  In 
all  of  them,  "conscience"  is  a limiting  factor  in  the  cre- 
ation of  assets  and  reduction  of  liabilities,  A negotiable 
"good  will"  of  a business  is  sometimes  bought  and  sold  separat 
ly,  but  usually  as  a limiting  or  complemontary  factor 
of  a total  business  v/hich  is  bought  as  a total  going  concern, 
as  in  those  measurable  parts  named  shares.  But  that  good  v/ill 
is  not  merely  the  expected  legal  enforcement  of  fair 
competition,  nor  the  expected  willingness  and  ability  of 
customers  to  purchase  and  laborers  to  work  - it  is  also  the 
"conscience"  of  all  the  participants  in  the  concern  in- 
ducing thorn  to  furnish  an  "honest"  commodity  or  service,  at 
a "reasonable  price". 

?/hon  wo  analyse  the  term  good-will  and  extend  it  properly 
to  similar  expectations,  we  find  that  it  is  based  on  modern 
expectations  of  liberty  of  performance  by  customers  and 
laborers,  and  duty  of  avoidance  by  collateral  ]porsons.  And 
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the  very  fact  of  this  liberty  of  performance  imposes  upon  the 
one  v/ho  desires  to  maintain  his  valuable  G^o<5.-wili  a personal 
duty,  not  only  lejpal  nor  entra-legal , but  conscientious. 

On  the  other  hand,  it  has  lon£;  been  recognized  in  economic 
theory,  foilov;ing  the  much  longer  recognition  in  the  customs 
of  business  and  labor,  and  in  the  common  ia\v  and  statute 
law,  that  there  is  a limit  placed  on  tiie  scope  of  good 
conscience  by  the  competition  of  those  without  good  con- 
science. For  this  very  reas'on  the  custoas  of  business  and 
labor,  the  decisions  of  courts,  the  acts  of  legislatures,  have 
increasingly  intervened,  first  by  distinguishing  betv/een 
fraudulent  debtors  and  honest  debtors,  oppressive  or  negligent 

employers  and  fair  or  careful  employers  - distinctions  not 

1 

originally  or  often  made  in  the  youth  of  capitalism  and  not 
yet  adequately  made  - and  then,  by  imposing  legal  and  extra- 
iegal  duties  on  the  conscienceless,  opening  a wider  and  more 
profitable  field  for  the  conscientious.  This  good  conscience, 
insofar  as  it  can  be  inferred  from  behavior  and  measured  by 
consequences,  is  a factor  in  economic  theory,  sometimes  a 
limiting  factor,  alv;ays  a complementary  factor,  necessarily 
taken  into  account  in  all  planning  for  the  future  of  going 
concerns. 


i See  Commons  and  Andrex’^'S,  Principles  of  Labor  Legislation, 

000. 
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Still  we  have  not  reached  that  inner  sanctuary?’  of  the 
soul  where  abides  that  Conscience  itself  which  gives  commands 
to  self  contrary  to  the  selfish  benefits  of  existing  institu- 
tions, and  we  have  not  found  whether  its  standard  for  working 
rules  self-imposed  is  dictated  by  an  ultimate  purpose  of 
my  happiness,  universal  happiness,  or  human  perfection.  We 
have  narrowed  the  scope  of  conscience  as  a principle  of  be- 
havior, by  the  pressm-^e  of  custom,  law  and  eompotition.  But 
Y/e  have  reached  that  inner  sanctuary  onl,y  by  inferences  from 
behavior*  Here  is  rihcre  vve  seemingly  must  cru  , 
but  if  so,  v/o  have  not  yet  found  a behavioristic  substitute 
for  that  historic  entity,  conscience,  that  has  split  the  schoois 
of  ethics  since  Socrates  and  Epicurus*  Is  there  such  a thing 
as  a conscience?  hoes  my  conscience  order  me  to  do  this, 
even  though  the  heavens  fall?  In  the  \Yords  of  Cromwell,  a 
highly  conscientious  man,  beseech  ,you,  in  the  name  of  Christ, 
think  it  possible  you  may  be  mistaken, Ho,  there  is  no 
entity,  conscience,  irrespective  of  other  consciences.  There 
is  a variable  factor,  conscientiousness , running  through  ail 
transactions  and  all  going  concerns.  Conscience  is  an  at- 
tribute, not  of  another  entity,  the  will,  but  of  a larger 
attribute,  v^illingness.  Opposite  this  entity  is  auiothcr 
one  - the  hedonists^  pleasure  and  pain,  knov/n  as  utility  and 
disutility.  Is  there  such  an  entity  as  pieesure  that  can  be 
picked  out  from  the  other  factors  and  worked  into  a system 
of  economics?  Hot  in  the  practical  affairs  of  human  behavior* 
There  is  a variable  factor  of  pleasure  running  tiirough  all 
transactions  and  concerns.  It,  too,  is  an  attribute  of 
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vyiilingness • Hovj  are  the  two  to  he  hrouj^ht  together  in  a 
single  view  oi  ti-ie  v/hole  of  willingness? 

V/e  may  consider  Sidgwick^s  effort,  in  1874,  to  transcend 
the  Egoistic,  Intuitional  and  Utilitarian  ethics  in  his 
every-day  ethics  of  ” Common  Sense”.  Throughout  his 
ill-urninating  discussion  there  runs  the  implicit  assumption, 
taken  over  from  the  older  schools  of  a finished,  adult, 
normal  "conscience”,  giving  to  its  "owner",  who  is  also  some- 
times its  obedient  servant,  sometimes  a w/illful  rebel,  the 
commands,  "ought",  "ought  not".  But,  on  the  contrary,  if  this 
conscience  is  an  evolving,  Cxhanging  quality,  from  birth  to 
death,  of  all  dealing's  v;ith  other  people,  then  it  is  a var- 
iable principle  of  conscientiousness,  wyhose  variations  are 
the  transactions  themselves,  retaining  its  own  continuity, 
however,  by  that  strange  process  of  memory,  feeling,  expecta- 
tion, v^/hich  we  name  Experience,  and  which  Peirce  found  to  be 

the  psychoiogucai  accompaniment  of  ail  Science  and  all 
2 

Practice. 

Conscientiousness  is  one  of  the  variable  limiting  and 
complementary  factors,  functioning  w/ith  the  others,  ail  cf 
them  constituting  the  whole  of  willingness  as  it  also  moves 
along  in  several  fields  which  can  be  separated  in  thought  but 
not  in  fact:  - subjectively,  through  memory,  feeling,  ex- 
pectation; behavioristicaliy,  through  performance,  forbear- 
ance, avoidance;  etiiicaily,  through  the  changing  status  of 

1 Sidgv;ick,  Henry.  The  Methods  of  Ethics,  (1874,  5th  ed. , 

1893).  ^ 

2 Cf.  Dev/ey,  John.  Hujnan  Hature  and  Conduct  (1924). 
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rights,  duties,  liberties  ana  exposui^cs;  eoonomicaiiy  through 
changing  but  inseparable  dimensions  oi  use-value,  soarcity- 
value  and  eoipectation,.  8ood  credit,  good-rill,  in  its  various 
iorms,  is  not  dominated  by  conscience  - but  conscientious- 
ness is  its  highly  variable  yet  positively  limiting  factor, 
failing  v/hich  there  is  no  good-credit,  no  good-Tvill,  no 
assets  - all  arc  liabilities. 

\/e  are  using  the  term  "ethics”  as  Sirhyvich  does,  in  its 
suDjccti^’c  sense  of  the  internal  feeling  of  c onscientiousnoss  j 
and  are  endeavoring,  as  he  also  does,  to  transfer  it  to  a 
behavioristic  meaning:  but  are  also  endeavoring,  as  he  does  not, 
to  give  to  it  a quantitative  moaning  fitted  to  the  economic 
quantity,  Value,  wliich  is  measured  by  physical  units  of  use- 
value,  scare ity-uiiits  of  moneys  and  time-units  of  expectation. 
Limiting  ourselves  to  the  cconoiaic  problems  v.c  need  to  inquire 
only  what  is  the  application  to  those  problems  of  Sidgwick^s 
classification  of  the  different  rational  "ends”  set  up  by  the 
egoistic,  intuitional  end  utilitarian  schools  of  ethics  and  by 
iiis  ov;n  ethics  of  common  sense.  Is  the  ultimate  standard  by 
comparison  with  which  the  feeling  of  ought  or  ought  not  gets 
into  the  transaction  of  participants,  as  wclJ  as  into  the 
working  rules  of  rights,  duties,  liberties  and  exposures 
imposed  by  superiors,  a standard  oi  Eappincss  of  the  util- 
itarians, or  of  individual  Perfection  of  the  Intuitionists? 

And  if  the  standard  is  Eappincss,  is  it  my  o\.r.  happiness  or 
is  it  universal  happiness?  Svide'ntly,  for  Lentham,  it  was 
ui'-ivcrsal  happiness  - his  "greatest  happiness  principle". 

I'hroc  distinctions  must  here  bo  made:  the  distinction  already 
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nade  between  ooiiscience  and  conscienbiousnese  ; tiie  ' di-stinc  t.ion 
between  abundanee  and  scarcity;  the  distinction  between 
private  and  public  purpose. 

bentham  and  the  utilitarians  did  not  have  the  idea  if 
an  evolving  principle  oi  conscientiousness , from  birth  to 
death,  accorapanyinp  all  transactions  in  var  inp  degrees. 

They  expressly  eliminated  custom,  which  is  the  continuous 
course  of  education  for  the  individual,  conducted  hourly  by 
elders,  superiors,  associates,  in  ail  transactions , out  of 
which  memory,  feelings  and  expectations  remcdel  the  animal 
brain  into  an  "institutionalized”  mind.  Vhiile  they  recognized 
"habit"  as  important,  they  v/ere  strongly  opposed  to  custom, 
which,  instead  of  being  e-.ucation,  was  the  evil  YsIotIz  of 
authority  and  tradition,  preventing  indivi duals  fromi  rational 
balancing  of  the  pains  and  pleasures  of  self  and  others. 

They  v^ere  therefore  combating  the  idea  of  an  inner  finished 
entity,  the  conscience,  by  disproving  its  existence,  indeed, 
but  without  having  the  materials  for  an  evolving  and  changing 
principle  of  conscientiousness,  whose  feelings  of  pleasure 
and  pain,  dasire  and  aversion,  follow  the  "brain  patterns" 
of  a mind  previously  fitted  by  experience  to  the  status 
ixuposed  by  the  rights,  duties,  liberties  and  exposures  of 
existing  but  changing  customs  and  similar  institutions.  Hence 
their  idea  of  greatest  happiness  was  not  ti.e  hind  of  happiness 
which  institutionalized  people  want  but  the  hind  of  happiness 
which  intellectual  philosophers  thinl:  they  ougi^t  to  want. 

The  principle  of  greatest  happiness  is  good,  but  it  can  be 
v/orhed  out  in  detail  only  by  each  of  millions  of  individuals 
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lor  himsGii.  Garriccl  to  the  io^jicai  end,  this  would  moan  the 
anarchisms  towards  which  the  happiness  principle  led  the 
utilitarians,  checiccd  only  by  common  sense o Wha.t  people  oi 

custora  and  habit  want  from  others  is  not  to  bo  furnished  with 

# 

prepared  happiness,  but  to  be  furnished  with  such  a status 
v/itiiin  the  various  concerns  that  they  can  '.■•or'l:  out  their  ov/n 
details  as  to  their  own  happiness  and  the  happiness  of  others 
in  whom  they  are  interested.  The  ultimate  standard  of  ou^^ht 
and  ought  not,  for  minds  that  arc  institutionalized,  is  not 
happiness  as  seen  by  others  but  institutions  tfiat  permit 
happiness  as  seen  by  themselves. 

The  utilitarian  ethics  was  founded,  too,  on  a double 
theory  of  abundance  and  political  liberty,  and  it  was  this  that 
made  it  povssible  for  them  to  overlook  the  inconsistency  bo  tv/cen 
the  egoistic  greatest  happiness  and  the  univcrsalistic 
greatest  happiness  of  all.  If  the  >State  has  abolished 
slavery  and  all  compulsion  by  physical  force,  CvS  they  pre- 
supposed, and  if  there  is  great  abundance  of  natural  re- 
sources and  great  production  of  wealth,  then  nobody  can  hurt 
anybody  else  by  tahing  everythin^-;  that  he  can  hold  for  himself. 
Sven  a v/age  system  could  not  exist  if  there  were  plenty  cf 
alternatives  for  sell-employment.  Greatest  happiness  was 
great  abundance.  Sot  even  the  realism  of  MaJ.thus  on  this  point, 
much  less  the  shopticism  of  Hume,  disabused  tlie  minds  of  the 
utilitarians,  and  it  Y/as  not  ui^til  long  after  larwinhs  Origin 
of  Species  in  1859,  that  the  principle  of  scarcit\r  began  to 
get  into  ethics. 


Sidgv/iclc  remarks  in  his  second  e6,ition,  1877, 
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that  he  had  overlooked  the  theory  of  Evolution  in  his  first 
edition,  1874,  but  that  novi  he  attaches  ^^somewhat  more  importance 
to  this  theory  than  he  had  previously  done”*  And  even  so,  the 
importance  which  he  attached  wavS  not  upon  Earv/in^s  fundamental 
princi2:}le  of  scarcity  hut  upon  the  idea  of  relativity  and  pro^;- 
ress  out  of  tiie  primitive  etliics  of  savayes,  overlooking  the 
misery,  conflict  and  death  imposed  "by  scarcity,  out  of  v;hich 
the  progressive  ethics  was  evolved. 

Dux’ing  the  whole  nineteenth  centirry  the  doctrine  of 
Ivlalthus  was  directed  towards  the  sinfulness  of  mankind  and 
advice  to  wage-earners  to  exercise  moral  restraint,  and  his 
principle  of  scarcity  never  got  into  eitiier  the  theory  of 
subjective  ethics  of  an  adult  normal  conscience  or  the  object- 
ive ethics  of  propchty  rights,  duties,  liberties  and  exposures. 

If  property  is  the  scarcity  principle  operating  through 
custom  as  a social  institution,  then  conscientiousness  is  tine 
soarcit2/  principle  operating  in  the  institutionalised  mind. 

The  analysis  must  go  back  to  Hume’s  doctrine  that  Scarcity  is 
not  only  the  souros  of  the  feelings  of  self isimess  - it 
is  also  the  source  of  the  feelings  of  justice,  property 
rights  and  conscience. 

Analyzed  more  fully,  v^ith  the  aib  of  Earwin’s  scarcity, 
Peirce’s  pragmatism  ard  Hohfeid’s  jurisprudence,  Scarcity  is 
the  source  of  rights,  duties,  liberties  and  exposures.  Rights 


are  claims  to  somxthing  that  is  scarce  or  is  expected  to  be 
scarce.  If  it  were  as  abundant  as  fresh  air  one  could  take  it 
without  asking;  if  it  is  as  scarce  as  radio  v^ave-lengths  one  must 
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got  authority  to  claim  it  coiclusivciy  for  iiimscif,  by  imposing 
the  duty  on  others  to  Iceep  off. 

This  is  none  else  than  Liberty,  the  absence  of  a duty  of 
seif  to  keep  off  from  something  that  is  scarce  enough  to 
tempt  others  to  get  on.  The  others  are  thereby  exposed  to 
whatever  advantage  or  disadvantage  that  may  bo  included  within 
the  scope  of  the  permitted  liberty:  - advantage,  perhaps,  to 
be  gained  as  a lessee,  disadvantage  hy  being  compelled  to 
pay  for  the  lease  or  to  go  elsewhere  or  go  out  of  business. 
Thus  the  four  relations  of  legal  rights,  duties,  liberties  and 
exposures  are  four  parts  of  the  v/hoie  status  of  the  individual 
as  a participant  or  member  of  that  concern  we  name  the  State, 
and  the  entire  system  arises  out  of  the  single  principle  of 
scarcity  of  wave-lengths.  This  is  the  scheme  of  objective 
oughts  and  ought  nots  - objective  because  they  depend  upon  the 
expected  activity  of  officials  with  authority  and  acting  under 
the  superior  rue  process  of  law  imposed  by  the  common  law, 
statute  law  and  constitutional  iavj.  Subjective,  also,  be- 
cause, from  our  Icn  owl  edge  of  the  way  people  act  when  placed 
in  this  status  we  infer  that  they  have  feelings  soraehow 
connected  v;ith  those  acts.  The  inference  is  based  on  what 
WG  know  of  our  o'wn  feelings,  else  we  could  malie  no  such 
inferences.  '7e  infer  that  there  woufd  be  no  conflict  of 
interests  and  no  feelings  adequate  to  provoke  conflict,  if 
wave  lengths*  were  as  abundant  as  other  kinds  of  air. 

Looking  at  it  from  the  standpoint  of  a disinterested 
outitver,  as  Adam  Smith  proposed,  we  feel  ourselves  inclined 
to  criticise  the  participants  who  ”unduly^^  press  their  claims 
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to  something  that  is  so  scarce  that  it  will  not  go  round  for 
everybody  and  must  be  shared  according  to  rules  that  must  be 
and  ought  to  be  observed.  Eventually  all  participants  and 
prospective  participants,  when  the  confused  situation  becomes 
^impossible”  so  that  nobod^r  gains  anything,  agree  that  a 
superior  authorit^r^  supposedly  disinterested,  or  at  least 
fair  and  reasonable,  shall  lay  down  the  rules  with  sanctions, 
which  rules  are  rights,  duties,  liberties,  e^iposures.  Then 
each  participant  has  a certain  status  of  security  of  ex- 
pectations, which,  hovi^ever  much  it  may  place  limits  on  his 
freedom,  yet  he  feels,  on  the  basis  of  experience,  that  he 
ought  to  obey  them. 

But  rights  and  duties,  as  Macleod  pointed  out,  are 
personal  relations,  and  therefore  separable  from  the  abundance 
and  scarcity  of  v/ave-lengths  or  other  physical  objects  to 
which  claims  are  made  as  matters  of  right  and  liberty. 
Consequently,  the  same  principle  of  scarcity  is  one  of  the 
limiting  factors  in  the  ethical  as  well  as  the  economic 
valuations  of  human  beings.  The  ethical  values  may  be 
summed  up  as  their  virtues  of  various  kinds,  the  economic 
values  as  their  wages,  salaries  or  other  compensation.  A 
high  valuation  of  virtues  means  a willingness  to  grant  rights 
and  liberties,  by  reducing  exposures  and  duties.  In  periods 
of  violence  the  virtues  centered  around  physical  heroism, 
and  conquerors  obtained  rights  and  liberties.  In  capi- 
talistic times  the  virtues  centered  around  thrift  and  busi- 
ness ability,  and  business  men  were  granted  rights  and  lib- 
erties. When  the  virtues  of  labor  came  to  be  appreciated, 


slavery  was  abolished  and  labor  was  ^^ranted  rights  and  lib- 
erties by  reduoing  duties  and  exposures. 

At  the  same  ciine  the  principle  of  scarcity  v^orlcs.  Too 
much  virtue  of  a given  kind  is  monotonous,  meaning  thereby 
that  there  is  a diminishing  validity  of  virtue,  and  the 
different  virtues  must  be  proportioned.  The  validity  of 
virtues  increases  with  their  scarcity,  and  diminishes  with  their 
abundance.  The  restriction  of  i/iimigration  ivas  not  only  a 
lactor  in  raising  wages,  it  was  also  a factor  in  inducing  cm- 
pio2"ers  to  promote  industrial  democracy  and  thereby  extend  to 
workers  rights  and  liberties  whthin  tiieir  concerns  not  previousl 
contompiatod  vhien  labor  was  abundant.  They  then  begin  to  ask, 
”\vhat  more  than  wages  do  jon  want",  instead  of  sa37-ing,  "Take 
it  or  leave  it". 

Likewise  with  the  veracity  of  truth.  There  is  a dimin- 
ishing veracity  of  truth  correlating  vvith  the  diminishing 
importance  of  one  factor  when  it  is  too  abundant  and 
becomes  complementary  instead  of  limiting*  Too  fimch  tru.th 
of  one  kind,  such  as  too  much  truth  about  pain,  desire,  ex- 
changeability, to  the  exclusion  of  other  truths  such  as  human 
values  and  virtues,  becomes  both  monotonous  and  untruthful. 

The  virtue  of  truth  must  be  proportioned  in  proper  quantities, 
according  to  different  kinds  of  truth,  in  order  to  obtain 
the  whole  truth. 

This,  we  ta.fce  it,  is  the  ethics  of  "common  sense",  an 
ethics  that  is  '^common"  because  characteristic  of  everybody, 
yet  in  the  different  degrees  of  Hume^s  "vividness";  and  an 
ethics  that  is  "sense"  because  felt  by  everybody  in  variable 
degrees  of  intensity,  according,  partly,  to  both  the  scarcity 
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of  things  and  the  scarcity  of  hionian  virtues.  As  such, 
conscience  is  not  an  entity;  it  is  varying  degrees  of  con- 
scientiousness arising  from  the  principle  of  scarcity,  and 
making  up  a part  of  that  total  Willingness  which,  while  also 
subjective,  yet  shows  itself  in  the  "behavior,  first  of  con- 
ilict  over  things  that  are  scarce,  then  of  a provisional 
harmony  in  sharing  them,  then  as  amendments  and  readjustments 
of  the  sharings. 

It  is,  tiierefore,  not  ultimate  happiness  that  is  the 
internal  standard  of  what  one  ought  to  do  relative  to  one^s 
own  rights j duties,  liberties  and  exposures  - it  is  the 
working  rules  dominating  the  "behavior  of  officials  and  others 
that  shall  afford  to  all  what  are  deemed  to  be  a reasonable 
distribution  of  all  their  rights,  duties,  liberties  and  ex- 
posures, leaving  to  each  the  pursuit  of  his  own  happiness 
in  his  own  yjb.j  within  those  rules. 

Likewise  these  working  rules  furnish  the  only  under- 
standable meaning  of  what  the  intuitionists  mean  by  human 
perfection  as  the  ultimate  internal  standard  of  ought  or 
ought  not.  V/hat  is  human  perfection  for  you?  Is  it  my  idea 
of  what  your  conduct  ought  to  be?  Is  it  your  idea  of  Vvhat 
my  conduct  ought  to  be?  We  certainly  do  liave  these  ideas  of 
perfection  for  other  people  in  all  of  our  transactions  with 
them.,  and  similar  ideas  of  our  own  perfection.  But  it  is 
exactly  for  this  reas..n  of  highly  different  ideas  of  per- 
fection tl:iat  conflicts  arise.  V/e  do  not  want  other  people 
ideas  of  perfection  imposed  upon  us  v;hen  that  perfection  is 
applied  to  our  own  performances,  avoidances  and  forbearances, 
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any  more  than  \io  want  their  ideas  of  happiness  imposed  upon 
our  behavior.  But  if  our  confiictinc  iaeas  of  perfection  or 
happiness  make  our  transactions  impossible^  or  even  if  they 
ma.ke  them  difficult,  then  perforce  v/e  are  compelled  to  appeal, 
as  plaintiff  and  defendant,  to  the  yrdicial  mechanism  which 
the  concern  has  set  up  for  its  own  continuity,  to  impose  rules 
of  perfection  upon  us  and  require  us  to  obey. 

The  ultimate  internal  standard,  then,  for  my  ideas  cf 
ought  and  ought  not,  being  neither  universal  happiness  ror 
universal  perfectibility,  but  being  the  rules  of  the  varbus 
concerns  in  vyhich  v;e  are  participants  and  in  subordination  to 
which  v/e  work  out  our  ovm  ideas  of  happiness  and  perfection, 
the  final  question  of  a standard  of  ought  and  ought  not  is, 

V/iiat  are  the  purposes  common  to  ali  participants  which  ought  to 
be  established  as  working  rules  for  them  ail,  and  what  are 
the  private  purposes  of  participants  that  harmonize  v^/ith  or 
conflict  v/ith  thcao  public  purposes?  These,  again,  must  be 
inferred  from  observation  and  history  of  behavior  of  partic- 
ipants, since  purposes  arc  wholly  subjective.  So  v/hen  v/c 
speak  of  private  and  public  purposes,  aithougli  w:e  cannot 
avoid  bias  because  wo  arc  always  speaking  of  ourselves  in 
harmony  or  conflict  with  others,  yet,  subject  to  Peirce ^s 
rule  that  trutxh  and  reality  are  the  conscnso.s  of  opinion  of 
those  who  investigate,  and  are  conipetcnt  and  reasonable,  we 
may  state  what  seem  to  bo  the  almost  universal  consensus 
respecting  the  real  purposes,  conflicting  as  they  often  are, 
yet  capable  of  harmony,  of  all  v/ho  participate  in  fashioning 
the  working  rules  of  all  economic  and  political  going  concerns. 
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Prosperity  is  foremost*  Abundance,  efficiency,  production  of 
Yveaith,  ‘Yas  the  starting  point  of  modern  economic  tiieory  at 
the  hands  of  Adam  Smith,  yet  it  is  debatable,  vdiose  prosperity? 
Security  of  expieotations  is  next.  Smith  and  Bentham  placed 
it  even  above  Prosperity,  Bat,  whose  security?  Liberty  is 
next.  It  may  be  first,  depending  upon  ^whose  liberty  is 
meant.  Equality  is  last*  It  may  be  first*  But  ho%v  determine 
Vv’hat  is  Equality?  If  ways  are  found  to  answer  these  questions 
in  economic  transactions  and  going  concerns,  then  v;e  have 
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RE/iSORABLEITESS 
!♦  Society 

The  personification  of  society  consists  in  analogies  to  indi- 
viduals, Society  receives  an  income'.  Society  consumes  and  enjoys 
that  income.  The  net  income  of  society  is  the  difference  between 
sacrifices  and  enjoyments.  But  society  never  shed  a tear  nor  ate 
an  apple.  Society  is  rhetoric  for  concerted  action.  Deprived  of  its 
rhetoric,  society  is  a V\?orld-wide  producing  corriMunity  and  a v/orld- 
wide  pay  community,  composed  of  millions  of  smaller  concerns,  each 
and  all  of  them  retarding  or  enlarging  the  transactions  of  individuals 
who  are  their  members  or  participants.  Rations  and  political  parties 
are  concerted  action  for  the  regulation  of  violence.  Economic  con- 
cerns are  concerted  action  for  the  regulation  of  economic  power.  A 
moral  concern  is  one  without  violence  or  economic  power.  Only  indi- 
viduals work,  wait,  suffer,  enjoy,  and  they  do  so  as  members  and  par- 
ticipants in  many  going  concerns. 

The  personification  of  going  concerns  is  concealed  by  starting 
with  individuals  instead  of  their  transactions.  Going  concerns  are 
expectations  of  regulated  transactions  between  individuals.  The  ab- 
sence of  such  expectations  is  anarchy.  To  avoid  anarch^?-  we  personify 
concerted  action.  Society,  humanity,  patriotism,  loyalty,  good  will, 
idealism,  are  personifications  of  concerted  action.  Reduced  to  real- 
ity they  are  appeals  for  subordination  of  individual  action  to  con- 
certed action.  The  science  of  economics  cannot,  indeed,  be  narrowed 
down  to  exclude  these  personifications.  They  make  the  world  move. 

They  are  the  humanitj^  that  is  our  subject-matter.  But  wo  can  first 
eliminate  them  without  prejudice,  and  then  restore  them  to  see  the 
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thing  move* 

We  are  concerned  here  only  with  the  economic  activities.  We 
eliminate,  for  the  present,  everything  else.  Wo  begin  with  Irving 
Fisher ^s  ”Faturo  of  Capital  and  Income,"  (1907)  based,  as  it  is,  on 
a logical,  mathematical  and  accountancy  appraisal  of  preceding  con- 
cepts, by  means  of  which  we  can  review  the  various  historical  concepts 
and  reconstruct  our  own. 

A corporation,  with  Fisher,  is  quite  rightly  a "fictitious  per- 
son," composed  of  double-entry  accounts  between  individuals.  But  a 
human  body  is  also  a system  of  double-entry  accounts  between  man  and 
nature.  Those  credits  and  debits  cancel  out,  so  that  there  remains 
only  individual  psychology  as  a net  income  of  satisfactions  and  dis- 
satisfactions This  net  income  of  all  persons  is  society. 

We  conceive  that  the  difficulty  arises  from  the  fact  that  there 
are  four  distinguishable  fields  of  economic  science,  two  of  them  deal- 
ing with  man^s  interactions  with  nature,  and  two  of  them  dealing  with 
man’s  individual  transactions  and  concerted  action.  They  are  insepar- 
able but  may  first  bo  separated  for  invcstiga.tion  and  then  brought 
together  in  their  functional  relations.  Engineering  economics  and 
Consumption  economics  are  the  field  of  man’s  interactions  with  the 
forces  of  nature.  Business  economics  is  the  field  of  proprietary 
transactions  between  individuals  and  concerns,  while  Political  Economy 
is  the  science  of  the  functional  interaction  of  the  others,  in  a uni- 
fied concept  of  v^orld  economy. 

Fisher  merges  the  four  into  a variety  of  combinations.  In  his 
definition  of  "interaction”  he  includes  production,  ownership,  trans- 
fer of  ownership,  and  consumption.  An  interaction  is  "an  event  which 

is  a service  of  one  capital  and  at  the  same  time  a disservice  of 
1 

another."  the  reason  why  it  can  be  called  a service  and  equivalent 

1 334. 
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disservice  is  because  the  "capital”  belongs  to  an  "o’v^ner"  and  the 

owner  has  "desires,"  This  is  a union  of  engineering,  proprietary  and 

.consumption  economics  in  the  terms  capital,  income  and  service.  Thus 

a "carpenter  and  his  tools,"  used  in  the  process  of  repairing  a house, 

perform  a service,  but,  from  the  standpoint  of  the  house  "the  repairs 
1 

are  disservices."  The  two  are  equal  and  opposite  and  "they  underlie 

2 

what  business  men  call  ^double-entry  booldceeping. ^ " Thus  "an  inter- 
action is  a service  of  the  acting  instrument,  a disservice  of  the 
instrument  acted  upon.  There  can  never  arise  the  slightest  doubt  as 
to  when  it  is  to  be  regarded  as  positive  and  negative.  The  definitions 
of  service  and  disservice  settle  this  question  in  each  case,  by  re- 
ferring it  to  the  desire  of  a h\iman  being,  viz.,  the  owner  of  the 
service  or  disservice." 

If,  however,  instead  of  analogy  to  the  double-entry  boolckeeping 
of  business  economy,  Fisher  had  adopted  the  engineer's  concept  of 
efficiency,  he  would  have  eliminated  both  ownership  and  desire,  and 
would  have  used  the  terms  "input  and  output"  to  marie  off  engineering 
from  proprietary  and  consumption  economics.  From  the  engineers^ 
professional  standpoint,  input  and  ouput  have  nothing  to  do  with 
ownership  or  suffering  or  satisfaction.  It  is  only  when  the  engineer 
is  commanded  by  an  ov/ner  that  he  subordinates  his  technological  pro- 
fession to  business  or  consumption,  professionally  his  only  concern 
is  the  ratio  between  the  input  of  naturals  forces,  whether  human, 
physical  or  biological,  and  the  output  of  finished  or  unfinished  use- 
values  of  product.  This  is  engineering  economy,  whose  measure  is 
efficiency,  and  has  nothing  to  do  in  itself  with  wages,  prices,  owner- 
ship, services,  desires,  or  humanity.  It  is  merely  the  interaction  of 
physical  forces  so  planned  and  economised  that  the  greatest  output  per 
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unit  of  time,  or  least  input  per  unit  of  time,  may  be  derived  from 
nature forces. 

When  it  comes  to  the  political  point  of  view,  an  extension,  a 
limitation  and  a behavioristic  interpretation  of  this  engineers^  point 
of  view  are  required.  The  extension  includes  the  whole  of  society  or 
the  whole  of  a nation  or  even  any  separable  group  of  concerted  action. 
The  limitation  requires  that  the  physical  forces,  which  the  engineer 
treats  indifferently  from  the  human  forces,  shall  be  separated  from 
human  forces  of  production,  which  we  have  concluded  following  Ricardo 
and  Marx,  are  the  work  and  time  whose  unit  is  the  average  man-hour. 

And  the  behavioristic  interpretation  is  resolvable  into  the  managerial 
transactions  by  which  human  beings  are  kept  in  their  places  throughout 
the  productive  process.  The  only  discoverable  double-entry  is  input 
and  output. 

Thus  the  economic  significance  of  this  engineering  concept,  on 
a world-v/ide  social  scale,  resides  in  the  fact  that  there  is  no 
social  income  whatever  - there  is  only  social  output.  It  is  the 
social  organization,  cooperation  and  management  of  human  beings,  where 
labor  of  all  kinds  is  input,  and  products  of  all  kinds  are  output. 

This  is  a social  producing  organization,  a "going  plant,"  and  society, 
from  this  standpoint,  is  the  world-wide  groupings  of  concerted  mana- 
gerial transactions  which  convert  the  v;ork  of  human  beings  into  a world 
total  of  output.  The  same  applies  to  the  lesser  concerns  of  nations, 
corporations,  estates  and  farms. 

Here  the  definition  of  capital  is  Technological  Capital.  Even 
the  consumption  goods  needed  to  keep  the  population  agoing  are  but  a 
turn-over  of  an  output  of  subsistence  required  to  furnish  human  energy 
during  the  production  process.  This  kind  of  capital,  with  its  imputed 
labor  input,  yields  only  output,  and  not  income.  It  has  its  measurable 
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dimensions  of  turnover,  average  period  of  production,  etc,,  all  re- 
ducible to  uniform  measurement  in  terms  of  output  per  man-hour. 
Mathematically  it  is  efficiency  - not  ownership,  prices,  wages,  scar- 
city, happiness  or  misery  - not  credit  and  debt,  not  outgo  and  income, 
but  input  and  output. 

When  it  comes  to  the  bargaining  transactions  of  Business  Economy 
instead  of  the  managerial  transactions  of  engineering,  then  this 
social  output  is  converted  into  proprietary  income  and  proprietary 
outgo.  Here  prices,  wages,  ownership,  transactions,  become,  not  input 
and  output  of  Eechnological  Capital,  but  income  and  outgo  of  Proprie- 
tary Capital,  Instead  of  the  input  and  output  of  engineering,  we  have 
the  outgo  and  income,  the  debits  and  credits,  the  double-entry  book- 
keeping of  legal  control,  which  then  becomes,  quite  clearly  distin- 
guished, the  legal  assets  and  liabilities  of  the  business  concern, 
quite  different  in  character,  magnitude  and  variability  from  the 
technological  capital.  The  technological  capital  does  not  disappear, 
it  becomes  a functional  part  of  the  Business  Capital  of  ownership, 
credit  and  debt,  Neither  do  the  technological  input  and  output  dis- 
appear; they  become  private  property,  bought  and  sold,  and  therefore 
the  outgo  and  income  of  assets  and  liabilities.  It  is  just  because 
the  business  capital  of  legal  control  converts  the  social  capital  of 
output  into  bargaining  transactions  of  income  and  outgo,  that  the  con- 
tradiction arises  between  proprietary  economy  and  political  economy, 

Eisher  classifies  these  productive  interactions  of  input  and 
output  as  ”transf ormation^^  and  "transportation,"  Transformation  is 
practically  identical  with  "production"  or  "production  process,”  and 
consists  in  "changes  of  relative  position  of  the  parts”  of  technologi- 
cal v^ealth,  while  transportation  is  a change  in  the  place  of  w'ealth. 
Bookbinding  is  a transformation  or  production  of  wealth;  it  assembles 
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the  paper,  leather,  thread  and  paste  into  a whole  hook.  Delivering 

hooks  to  a library  is  transpor tation.  . • The  distinction  between 

transformation  and  transportation  is  thus  merely  one  of  convenience. 

. . . The  same  principle  of  equal  and  opposite  services  applies  to 

both.  When  merchandise  is  changed  from  one  warehouse  to  another,  the 

first  warehouse  is  credited  with  the  change  and  the  second  is  debited. 

The  warehouse  which  has  rendered  up  the  merchandise  has  done  a service 

1 

that  which  has  received  it  has  done  a disservice. 

This  is  an  "interaction”  of  which  the  import  is  double-entry 
booklceeping.  But  such  double-entry  is  only  a metaphor  for  the  en- 
gineering economics  of  input  and  output.  It  shifts  to  business  eco- 
nomics v^hen  legal  control  of  the  warehouses  and  merchandise  is  in 
2 

question.  To  this  business  "interaction,"  which  is  "a  change  in 
ownership  of  wealth,"  Fisher  gives  the  name  "transfer."  xlnd  since 
transfers  usually  occur  in  pairs  the  double  transfer  is  an  exchange. 
The  purpose  here  is  similar  to  the  purpose  implied  in  the  meaning  of 
the  other  interactions,  namely  that  a mere  transfer  of  ownership 
"does  not  duplicate  income,  but  merely  shuffles  it  about.  It  may  and 
does  put  services  of  wealth  where  they  are  most  needed,  and  thus  re- 
sults in  a more  effective  use  of  income,  Just  as  credit  and  other 
forms  of  the  divided  ovmership  of  wealth  may  make  a more  effective 
ownership  of  capital.  . « But  this  must  not  stand  in  the  way  of  our 

cancelling  the  values  of  assets  and  liabilities  or  of  services  and 

3 

disservices."  "When  a bookseller  sells  a book  he  credits  his  stock 

with  the  fact  that  it  has  brought  in  money,  and  the  customer  debits 

4 

his  library  to  the  same  amount."  There  may  bo  an  increase  in 


1 149. 

2 Disregarding  accounts  between  different  funds  under  the  same  owner 
ship. 

3 I49n. 

4 149. 
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’^totai  utility”  for  each,  individual,  "but  there  is  no  increase  in 

^marginal  utilities,”  which,  in  this  case,  is  the  price  of  the  hook, 

That  price  cancels  out  - the  bookseller assets  change  from  the 

value  of  the  book  to  the  Gq.ual  amount  of  money,  and  the  customer's 

assets  change  from  money  to  the  eq.ual  value  of  the  book.  There  is  in 

this  transaction  no  additional  increase  to  society.  ”The  effect  of 

cancelling  these  items  - the  credit  item  of  the  seller  and  the  debit 

item  of  the  purchaser  - is  to  free  the  income  account  of  that  article 

from  all  entanglements  with  exchange,  to  wipe  out  all  money  income, 

and  to  leave  exposed  to  view  what  we  have  called  the  natural  income 

of  the  article.  . . The  fact  of  bookselling  adds  nothing  to  the 

1 

income  of  society,  but  the  reading  of  the  book  does.” 

Thus  the  proprietary  income  and  outgo  of  business  transactions 
cancel  each  other.  They  are  relations  of  man  to  man.  There  remain 
only  the  natural  income  which  is  the  psychological  interaction  between 
the  consumer  and  the  forces  of  nature  focused  in  the  book.  This  should 
be  named  Consumption  Economics.  The  book  is  a part  of  his  library. 

The  library  is  a part  of  all  his  durable  and  transient  consumption 
goods.  Their  uses  must  be  proportioned  according  to  his  personality. 
Thus  consumption  economics  is  mainly  home  economics. 

Fisher  points  out  the  progress  which  economic  theory  has  made 
since  the  time  of  Adam  Smith.  His  analysis  reveals  that  Smith  was 
a proprietary  business  economist  , not  either  an  engineering  or  a 
consumption  economist.  ”Adam  Smith,”  says  Fisher,  "regarded  a rented 
house  as  bearing  income  in  the  form  of  rent,  but  a house  occupied  by 
the  ov/ner  as  bearing  no  income  at  all.  The  truth  is  nearly  the  re- 
verse. Both  houses  yield  income,  and  both  incomes  are  of  the  same 
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Icind,  viz.,  shelter*  The  rent  of  the  rented  house  is,  for  society, 

not  income  at  ail*  It  is  income  to  the  landlord  hut  outgo  to  the 

tenant  - outgo  which  he  is  willing  to  suffer  solely  because  of  the 

shelter  he  receives*  The  shelter  alone  remains  as  the  income  from 

the  house  after  the  rent  transaction  is  cancelled  out  hetv/een  the  two 

parties  concerned.  The  shelter  income  is  the  abiding  item,  and  without 

1 

it  there  could  be  no  rent-income  to  the  landlord.” 

Here  we  can  see  the  four  fields  of  economics*  The  v^orld-wide 
social  organization  of  engineering  produced  the  house  and  all  its 
contents.  Shelter  is  an  item  of  this  total  coordinated  output  from 
all  parts  of  the  world.  The  proprietary  organization  of  society 
created  the  pay  community  of  credit,  debt,  ownership,  contract,  pay- 
ment, proprietary  outgo,  proprietary  income,  and  business  economics. 

The  individual  who  occupied  the  house  determined  for  himself,  within 
the  limits  set  by  his  accuisition  of  ownership,  what  proportion  shelter 
should  bear  to  his  total  wants  and  consumption  resources.  The  three, 
of  course,  are  inseparable  in  the  whole  science  of  Political  Economy. 
But  there, is  a difference  between  mixing  them  and  analyzing  them*  By 
mixing  them,  metaphors  are  needed*  By  analyzing  them,  each  has  its 
own  field  and  terminology.  Engineering  has  its  field  of  input  and 
output;  business  its  field  of  income  and  outgo;  consumption  its  field 
of  life  and  death;  political  economy  its  field  of  the  entire  world- 
wide correlation  of  technology,  business  and  consumption* 

The  reasons  why  business  economics  should  be  separated  out  and 
dealt  with  in  its  own  proper  field  are  primarily  on  account  of  its 
dominance  over  all  other  economies.  For  rights  of  property  are  not 
only  the  formerly  conceived  legal  dominion  over  a physical  object, 


1 Ibid.,  150,  151 
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but  are  ail  of  the  transactions  between  individuals  regulated  by  all 
of  those  concerted  actions  which  \;c  name  society.  Property  is  not 
only)  as  it  was  historically,  "corporeal,”  the  right  to  hold  things 
exclusively  for  self,  and  therefore  to  dictate  to  laborers  and  others 
the  terms  on  which  the  thing  may  be  used;  also  it  is  incorporeal 
property,  the  right  to  have  payment  for  outgo  of  commodities  and 
services,  or  to  have  commodities  and  services  for  payments;  and  it  is 
intangible  property,  the  right  to  participate  or  refuse  to  partici- 
pate in  transactions  v/ith  any  or  all  people  by  withholding  what  they 
need  but  do  not  own  and  furnishing  what  they  need  if  they  will  pay 
for  it. 

Based  on  these  rights  of  property,  every  physical  thing  is  owned 
by  somebody  either  individually  or  in  concert.  People  do  not  deal 
with  physical  na.turo,  cither  as  producers  or  consumers,  until  they  have 
first  come  to  terms  with  the  owners  of  ph,ysical  nature.  Hence  all 
opportunities  are  social  opportunities,  and  not  natural  opportunities. 
They  depend  on  willingness  to  buy  or  sell  - that  intangible  property 
of  withholding  Vi/hat  others  need  but  do  not  own.  Laborers  do  not  have 
access  to  nature  for  the  "transformation"  of  naturals  forces  - they  get 
consent  of  owners  by  obeying  the  mandates  of  owners.  Competition 
takes  place,  not  where  goods  are  physically  transported,  but  where 
titles  are  transferred  and  payments  are  made. 

Thus  society  is  not  only  a managerial  community  of  input  and 
output  under  the  direction  of  proprietors,  it  is  also  a pay  community 
of  income  Gq_ual  to  debt  and  outgo  equal  to  credit,  as  may  be  agreed 
upon  between  proprietors.  The  repetition,  multiplication  and  magni- 
tude of  these  agreements  constitute  a bargaining  community  of  with- 
holding what  others  need  and  acquiring  what  others  are  willing  to 
yield.  But,  since  these  proprietary  transactions  are  not  left  to 
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anarchy,  society  is  all  the  expected  concerted  action  that  keeps  them 
more  or  less  orderly. 

Hence,  if  we  do  not  personify  society  or  mix  it  v^ith  engineer- 
ing, business,  or  consumption,  we  need  a set  of  terms  that  will  fit 
its  type  of  activity  and  will  exclude,  hut  not  he  inconsistent  with, 
the  other  types  of  activity  v/ith  which  it  is  functionally  connected. 

In  the  first  place,  society,  except  as  metaphor,  does  not  receive  an 
income,  for  society  is  not  a sum  of  individuals,  it  is  the  concerted 
transactions  of  individuals.  Society  yields  only  output  for  it  is 
the  concerted  transformations  and  transportation  of  the  materials  of 
nature.  Only  individuals  receive  income,  and  the.y  do  so  in  the  two 
meanings  of  a proprietary  share  of  the  total  output  and  in  the 
individualist  meaning  of  the  satisfactions  yielded  from  that  share. 

The  only  meaning  of  social  income  is  the  sum  total  of  individ- 
ual shares  of  the  social  output,  or  the  sum  total  of  life  and  death 
of  individuals.  But  these  are  merely  an  addition  of  individuals  - a 
population,  not  a society.  They  are  all  personal  and  private  incomes. 

Here  is  the  proprietary  aspect  of  concerns.  It  is  social  con- 

certed action  that  provides  changeahle  forms  of  action  whereby  in- 
dividuals acquire  and  enjoy,  as  income,  variable  shares  of  the  social 
output.  These  are  the  property-rights  above  mentioned.  Thus  social 
action  provides  both  concerted  output  and  concerted  miles  for  acquir- 
ing it  by  individuals.  The  terminology  fitted  to  tliis  unpcrsoniiiod 
society  is  a vvorld-v/ide  going  concern  of  production  and  distribution, 
composed  of  such  other  concerns  as  nations,  parties,  corporations,  and 
associations  of  all  kinds. 

So  with  the  term  transaction  when  fitted  to  the  private  acts 

within  this  social  process.  It  must  be  fitted  to  the  two  types  of 

relations  between  individuals  - those  of  superiors  and  inferiors  which 
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aro  managorial  transactions,  and  those  of  prosuinahlo  equals  which  are 
bargaining  transactions.  But  these  differ  materially.  Only  two 
persons  enter  a managerial  transaction,  but  four  persons  enter  a bar- 
gaining transaction.  For  bargaining  transactions,  in  the  process  of 
negotiation,  are  always  limited  by  the  existing  alternative  opportuni- 
ties, the  existing  competition  and  the  relative  power  to  fix  the  price. 
In  the  case  of  disputes  a fifth  party  enters,  representing  the  con- 
certed action  of  all  who  have  an  effective  voice  in  determining  the 
limits  of  opportunity,  competition,  and  price. 

Hence  the  terms  wealth,  goods,  transactions,  exchange,  and  so 
on,  must  be  defined  so  as  to  fit  this  social  process,  yet  not  to 
overlap  the  engineering  and  consumption  processes.  Fisher  says, 
in  accordance  with  the  legal  doctrine  of  assumpsit  and  the  usual  defi- 
nition in  economics,  that  ’’an  exchange  is  a mutual  and  voluntary  trans- 
fer of  goods  (wealth,  property,  or  services)  between  two  owners,  each 

1 

transfer  being  in  consideration  of  the  other.”  So  defined,  the  ex- 
change is,  in  fact,  not  a mutual  transfer  of  wealth  or  of  services,  it 
is  a mutual  transfer  of  ownership  of  the  wealth,  or  services,  or  of 
the  terms  of  payment.  Thus  the  economic  term  ’’goods”  and  their  ex- 
change has  three  meanings;  - wealth,  services  and  rights  of  ow'ncrship. 
The  only  one  of  the  three  that  is  assignable  or  negotiable  at  law  is 
rights  of  ow'nership,  and  it  is  to  these  that  the  doctrine  of  assumpsit 
applies.  If  exchange,  then,  is  to  include  wealth  and  services,  the 
meaning  of  exchange  is  changed  from  the  proprietary  meaning  to  a physi- 
cal meaning,  which  is  none  other  than  the  physical  transportation 
in  the  case  of  wealth,  and  the  physical  transformation  or  transpor- 
tation in  the  case  of  services.  These  meanings  of  exchange  are  possible 
but  they  are  really  personifications  of  a physical  process.  The  proper 
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terms  for  the  physical  process  are  input  of  labor  and  output  of  wealth, 
while  the  human  process  is  the  mutual  intention  of  making  the  other 
person  the  lawful  owner  of  the  wealth  or  service*  The  physical  pro- 
cess is  a technological  process,  but  the  proprietary  process  is  the 
concerted  action  of  the  pay  community  in  executing  the  will  of  each 
owner  by  transferring  the  rights  of  ownership. 

But  the  terms  transfer,  wealth,  and  service  need  similar  analy- 
sis. Fisher  defines  a transfer  as  ”an  interaction  which  is  a change 
in  ownership.”  It  is  analogous  to  the  interaction  of  transformation 
and  transportation,  that  is,  analogous  to  production  of  v/ealth. 

But  no  individual  ^changes  the  ownership  of  wealth.”  He  merely 
indicates  by  his  actions  a will  to  change  the  ownership.  Then  if  he 
has  legal  ”power”  or  ”capacity"  to  change  the  legal  relation,  it  is 
becaiise  he  is  a recognized  citizen,  and  therefore  the  concerted  action 
of  the  community,  through  the  rules  of  la?/  and  interpretations  of 
courts,  follows  his  indication  of  will,  and  transfers  the  ownership. 

All  that  the  individual  does  is  a physical  act  or  sign.  The  state, 
in  its  discretion,  transfers  the  right  of  ov/nership.  It  is  perhaps 
allowable  to  draw  an  analogy  bet\?een  the  input  and  output  of  pro- 
duction of  wealth  and  the  outgo  and  income  of  the  transfer  of  wealth. 
But  it  is  only  a metaphor.  And  they  should  not  be  confused  but  should 
be  kept  distinct  from  the  transfer  and  acquisition  of  titles  by  the 
state  which  gives  to  individuals  legal  control  over  input,  output,  out- 
go and  income.  This  is  proprietary  or  business  economics,  with  its 


1 Ibid.,  145-150,  336 
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income  and  outgo  of  ov/nership  as  regulated  ty  the  concerted  action 
of  government. 

Here,  again,  the  several  meanings  of  v/ealth  itself  require 
discrimination.  It  has  two  proprietary  meanings  arising  from  two 
rights  of  property,  holding  and  v/ithholding;  two  technological  meanings 
of  input  and  output,  and  two  psychological  meanings,  happiness  and 
misery.  Each  is  proper  enough  in  its  place.  The  first  is  proprietary 
or  social  economics;  the  second  is  the  economics  of  engineering  and 
consumption;  the  third  is  psychological  economics.  Each  are  wealth, 
tut  each  is  a view  of  the  same  thing  from  standpoints  different  from 
the  other  two, 

Eisher,  follo'wing  the  prevailing  usage  among  economists,  de- 
fined wealth  as  "material  objects  owned  by  human  beings,"  This,  we 
see,  is  a mixture  of  two  independent  variables,  technology  and 
property.  Technology  changes  vjith  command  over  the  forces  of  nature. 
Property  changes  v;ith  the  growth  of  institutions  and  command  over  the 
services  of  other  persons, 

"According  to  this  definition,"  he  goes  on,  "an  object  to  be 
wealth,  must  conform  to  only  two  conditions:  It  must  be  material  and 
it  must  be  owned,"  Thus  Fisher  identifies  property  with  what  we  have 
found  to  be  the  meaning  of  corporeal  property.  But,  here,  again,  as 
MacLeod  pointed  out,  the  term  "property"  has  the  double  moaning  of 
physical  thing  and  ownership  of  the  thing.  The  "thing"  belongs  to 
engineering  economics,  the  ownership  to  business  and  political  econo- 
my, 

"Some  writers,"  says  Fisher,  "add  a third  condition,  namely  that 
it  must  be  useful.  But  while  utility  is  undoubtedly  an  essential 
attribute  of  wealth,  it  is  not  a distinctive  one,  being  implied  in 
the  attribute  of  appropriation;  hence  it  is  redundant  in  a definition. 
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Other  v^riters,  iilce  Cannan,  v/hlie  specifying  that  an  object,  to  be 
vjealth,  must  be  useful,  do  not  specify  that  it  must  be  owned.  They, 
therefore,  define  wealth  as  ^useful  material  objects. » This  defini- 
tion, however,  includes  too  much.  Rain,  wind,  clouds,  the  gulf  stream, 
the  heavenly  bodies  - especially  the  sun,  from  which  we  derive  most 

of  our  light,  heat  and  energy  - are  all  useful  but  are  not  appropri- 

1 

ated,  and  so  are  not  wealth  as  commonly  understood.” 

Here  are  the  two  meanings  of  value,  the  technological  use- value 
and  the  proprietary  scarcity  value.  The  basis  of  property  is  scarcity, 
as  Hume  pointed  out.  If  a thing  is  expected  to  be  so  abundant  that 
everybody  can  get  it  v/ithout  asking  consent  of  anybody  else  or  of 
government,  it  becomes  the  property  of  nobody.  If  limited  in  supply 
it  becomes  private  or  public  property.  The  gulf  stream,  though 
limited,  is  made  free  for  all  by  international  agreement.  One  nation 
might  ovm  it  if  its  navy  drove  all  other  navies  from  the  oceans. 

Hence  proprietary  economics  is  the  world-vade  economics  of  scarcity. 

Of  course,  objects  must  have  use-value,  but  that  belongs  to  the  tech- 
nological economics  of  engineering  and  the  physical  sciences.  If 
useful  things  are  not  scarce  they  will  not  be  produced  and  there  v/ill 
be  no  labor  input  and  labor  output.  Also,  if  not  scarce  they  will 
not  be  owned,  privately  or  publicly.  But  these  are  the  functional 
relations  between  three  variables,  technology,  consumption  and  property, 
each  of  wiiich  has  its  own  field.  Economic  theory  cannot  disregard 
them,  but,  instead  of  mixing  them  by  double  and  treble  meanings  of 
words,  it  should  separate  them  and  then  correlate  them. 

The  same  treble  meaning  applies  to  v/ealth.  Wealth  is  not 
merely  useful  material  objects  that  are  owned,  but  wealth  is  a variable 
of  physical  use  value,  economic  scarcity  value  and  the  laws  of  proper- 


1 Ibid. , 3 
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■fcy  rights.  In  the  first  aspect  it  is  output  of  the  world-wide  organi- 
zation of  production#  In  the  second  it  is  sufficiently  scarce  for 
nations,  individuals  and  concerns  to  struggle  to  obtain  its  ownership. 
In  the  third  aspect,  rights  of  property  are  laid  down  by  the  social 
organizations  in  order  to  regulate  this  struggle# 

Fisher  rightly  criticises  other  wTiters  who  "insist  that  an 
article,  to  be  wealth,  must  be  "exchangeable, " since  this  would  ex- 
clude parks,  Houses  of  Parliament,  and  much  other  trusteed  wealth. 
"Although  it  is  essential  that  wealth  should  be  ovmed,  it  is  not  es- 
sential that  it  should  continuously  change  owners."  Of  course,  the 
reason  why  viiealth  is  owned  is  because  it  is  scarce.  The  first  essen- 
tial is  scarcity;  the  concerted  actions  of  society  bring  about  the 
rules  of  ownership. 

"Again,"  says  Fisher,  "many  writers,  like  MacLeod,  omit  the 
qualifier  ^material ^ altogether,  in  order  to  make  room  for  the  in- 
clusion of  such  * immaterial  w'oalth^  as  stocks,  bonds,  and  other  proper- 
ty rights,  and  for  human  and  other  services.  Property  and  services 
are,  it  is  true,  inseparable  from  vjealth,  and  wealth  from  them,  but 
they  are  not  wealth#  To  embrace  these  under  one  term  involves  a spe- 
cies of  triple  counting#  A railv/ay,  a railway  share,  and  a railviay 

trip  are  not  three  separate  items  of  wealth;  they  are  respectively 

1 

wealth,  a title  to  that  v/ealth,  and  a service  of  that  wealth." 

Thus  Fisher,  of  course,  recognizea  the  distinction  w'hich  we  point 
out.  Our  only  question  is  the  methodology  of  investigation. 

Wc  have  already  seen  that  MacLeod  was  endeavoring  to  substitute 
proprietary  economics  for  the  technological  economics  of  the  classical 
economists,  but  that  all  of  his  defects  are  resolvable  into  the  one 
defect  of  a misconception  of  Time.  He  failed  to  distinguish  a point 


1 Ibid# , 40. 
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of  time  from  a flow  of  time  or  a lapse  "between  two  points  of  time, 
and  therefore  failed  to  distinguish  the  past  from  the  future  and  physi- 
cal things  from  the  expectations  of  future  physical  things,  and  thus 
confused  engineering  economics  and  proprietary  economics.  These 
failures  involved  at  least  double  counting,  perhaps  triple  counting. 

For  the  meaning  of  property  is  the  threefold  meaning  of  usefulness, 
scarcity  and  futurity.  Applying  these  distinctions,  the  railway  is 
technological  output  of  preceding  labor  of  which  the  railvmy  trip  is 
the  technological  output  of  operating  labor,  and  the  railv/ay  share  is 
a share  in  the  proprietary  expectation  of  the  future  net  money  income 
derived  partly  from  those  who  will  pay  for  the  trips. 

Here,  then,  Fisher  has  given  to  the  word  wealth  a treble  meaning, 
the  output  of  use-value  from  the  past,  the  scarcity  of  that  output, 
and  the  proprietary  income  from  that  wealth.  And  to  the  v>/ord  service 
is  given  the  double  meaning  of  output  and  money  income,  while  to  the 
"title*'  is  given  the  double  meaning  of  MacLeod^s  corporeal  property 
and  that  expectation  of  future  prices  which  is  the  modern  intangible 
property. 

The  significance  of  these  meanings  will  appear  in  Fisher's 

criticism  of  those  economists  who,  like  Tuttle,  "have  endeavored  to 

break  away  from  concrete  objects  entirely.  The  term  wealth,  they 

maintain,  applies,  not  to  concrete  objects,  but  to  the  value  of  these 

objects.  Much  aay  be  said  in  support  of  this  contention.  But  as  the 

question  is  chiefly  verbal,  that  is,  not  a question  of  finding  a 

suitable  concept,  but  of  finding  a suitable  word  for  a concept,  it  does 

not  seem  advisable  to  depart  from  the  prevailing  usage  among  econo- 
1 

mists. " 

The  question  would,  indeed,  bo  only  verbal  were  it  not  for  the 
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two  aspects  of  property  - income  and  futurity  - which  distinguish 
that  concept  from  the  others*  Technology  simply  yields  output  regard- 
less of  who  owns  or  enjoys  it*  Rights  of  property  convert  it  into 
expected  income*  This  is  not  a verbal  difference*  It  is  the  differ- 
ence between  output  and  income,  between  the  present  and  the  future, 
and  between  technological  capital  which  augments  output,  and  proprie- 
tary capital  which  acquires  ownership  of  it  and  limits  its  supply* 

If  the  output  of  wealth  is  already  defined  to  include  income  from  that 
wealth,  then,  of  course  it  is  double  counting  to  count  also  the 
property  rights  on  which  that  output  becomes  income*  But  it  becomes 
double  counting  only  because  it  had  previously  become  double  meaning. 

And  when  "value”  does  not  include  futurity  as  one  of  its  vari- 
ables, then  the  question  is  only  verbal  as  to  whether  we  shall  call 
the  object  wealth  or  shall  call  it  the  value  of  the  wealth*  Its  value 
is  t\Yo-fold,  use  value  and  scarcity,  but  property  adds  the  third  vari- 
able, futurity.  Property  means  the  lawful  expectations  of  use-value  anc 
scarcity-value*  Consequently  Value  is  "immaterial,”  "intangible,” 
simply  because  it  is  not  visible  or  tangible  in  the  material  object, 
but  it  is  the  expectations  vvhich  are  entertained  regarding  the  future 
uses  and  their  future  scarcity  which  may  be  derived  from  present  owner- 
ship of  that  material  object*  Hence  all  property  value  is  immaterial, 
not  because  it  is  imaginar\^  or  non-existent,  or  intangible,  but  be- 
cause it  has  txhe  only  real  security  for  the  future  which  human  beings 
can  count  upon,  the  stability  of  social  institutions.  Hence,  in  pro- 
prietary economics,  it  is  truly  the  value  of  objects  and  not  the  con- 
crete objects  themselves,  that  are  wealth.  Tuttle  and  the  others  would 
have  been  right  only  if  they  had  included  in  this  meaning  of  value 
the  property  rights  and  the  concerted  action  of  society  which  affords 
stability  of  expectation  of  future  concrete  objects  and  their  uses,  to 
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fee  delivered  loy  the  produoing  organization  of  society.  Otherwise  thei: 
idea  of  value  was  only  a verbal  difference  from  those  v/ho  made  wealth 
consist  of  concrete  materials. 

The  ^'vorking  out  of  engineering  economics  is  illustrated  by 
Fisher,  but  under  the  concept  of  income  and  ownership  rather  than 
output  and  input.  He  says,  ’^Various  classes  of  wealth  may  be  dis- 
tinguished. Wealth  which  consists  of  the  earth^s  surface  is  called 
land;  any  fixed  structures  upon  it,  land  improvements;  and  the  tY'io 
together,  constituting  immovable  v«/ealth,  real  estate,  xlll  wealth  which 
is  movable  (except  man  himself)  Vv'e  shall  call  commodities.  A third 
group  includes  human  beings  - not  only  slaves  v^'ho  are  owned  by  other 
human  beings,  but  also  freemen  \ib.o  are  their  own  masters. 

This  classification  of  human  beings  as  wealth  to  the  extent  of 
their  labor  power,  had  matters  of  ownership,  liberty  and  income  been 
excluded,  would  iiave  been  q.uite  accurately  the  engineer's  concept  of 
wealth  as  the  output  derived  from  the  input  of  nature  ^s  forces,  in- 
cluding human  nature.  When  engineers  write  or  philosophize  on  eco- 

1 

nomics  this  is  the  way  they  do  it.  Fisher  cites  also  a large  number 
of  economists  v/ho  have  "included  man  in  the  category  of  v/ealth,"  name- 
ly Davenant,  Petty,  Cunard,  Say,  McCulloch,  Roscher,  Wills tern,  Walras, 
Engel,  Weiss,  Dargun,  Of ner , Nicholson  and  Pareto.  Others  might  have 
been  added,  such  as  Ricardo  and  Karl  Marx.  Indeed  it  was  Marx  who 
gave  to  this  engineering  economics  its  classic  conclusion.  It  is  a 
quite  legitimate  and  necessary  part  of  a completely  functional  politi- 
cal economy,  for  it  is  the  concept  of  productivity  and  efficiency, 
regardless  of  property  rights  or  feelings.  The  difficulty  vms  that 
they  had  not  clearly  recognized  the  need  of  distinguishing  the  three 


1 Adkins,  Ingalls,  Taylor 
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subordinate  fields  of  political  economy  - efficiency,  property  and 
scarcity  - and  had  not  the  advantage  of  the  engineering  terms  input 
and  output  v/hich  would  have  made  the  distinction  clear#  Tahing  so- 
ciety as  a whole,  but  omitting  property  and  income,  this  is  the  social 
organization  of  production,  whose  behavioristic  language  is  the  mana- 
gerial transactions  of  command  and  obedience;  v;hose  economics  is 
efficiency  and  whose  human  beings  are  power  machines# 

Fisher  recognizes  this  paradox,  but  his  apology  would  not  have 
been  needed  had  he  perceived  that  he  was  talking  two  languages  at 
once,  engineering  and  business#  The  field  of  engineering  needs  no 
apolog5^  except  when  it  sets  up  for  business  economy  or  political  econ- 
omy# He  says,  ^^It  is  true  that  freemen  arc  not  ordinarily  counted  as 
wealth;  and,  indeed,  they  are  a very  peculiar  form  of  v/ealth,  for 
various  reasons:  first,  because  they  are  not,  like  ordinary  wealth, 
bought  and  sold;  secondly,  because  the  owner  usually  estimates  his 
own  importance  so  much  more  highly  than  any  one  else;  and  finally, 
because  the  owner  and  the  thing  owned  in  this  case  coincide#" 

This  apology  to  human  beings  is  unnecessary  if  engineering  c- 
conomy  is  intended.  It  is  necessary  if  business  is  identified  with 
engineering.  Thus  he  goes  on:  Human  beings  are,  like  other  v/ealth, 
"material"  and  "owned#"  "These  attributes,  and  others  which  depend 
upon  them,  justify  the  inclusion  of  man  as  wealth.  But  in  order  to 
concede  as  much  as  possible  to  popular  usage,  the  following  supple- 
mentary definition  is  framed:  By  wealth  (in  its  more  restricted  sense) 
we  mean  material  objects  owned  by  man  and  external  to  the  ovmer#  This 
definition  obviously  includes  slaves,  but  not  freemen.  But  it  is  more 
difficult  of  application  than  the  wider  definition  first  given,  as 
it  requires  us  to  separate  into  arbitrary  classes  those  persons  who 
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are  intermediate  iDetv/een  freemen  and  slaves,  such  as  vassals,  inden- 
tured servants,  long-time  apprentices,  and  negroes  held  in  peonage. 

• • • Most  workers  in  modern  society  are  ^hired^,  i.  e.  hound  hy 

contract  to  some  extent  and  for  some  period  of  time,  even  though  it 
be  for  no  more  than  an  hour,  and  to  that  extent  are  not  free.  In 

short,  there  are  many  degrees  of  freedom  and  many  degrees  of  slavery, 

1 

with  no  fixed  line  of  demaroation. ” 

These  refinements  v;ould  have  been  unnecessary  if  it  had  been 
recognized  that  the  engineers^  concept  of  wealth  excludes  all  ref- 
erence to  the  political  economy,  which  is  the  historical  and  insti- 
tutional economy  of  the  evolutions  of  rights,  duties,  liberties  and 
exposures.  The  engineers'  concept  of  wealth  is  quite  the  correct 
concept  of  wealth  from  the  social  point  of  view.  For  it  is  merely 
the  physical  output  of  use-values,  no  matter  whether  they  are  wanted 
or  not;  no  matter  v^hether  they  are  oversupplied  and  thus  their  scar- 
city-value is  so  diminished  that  nobody  cares  to  own  them;  and  no 
matter  who  it  is  that  obtains  the  rights  of  ov/nership  and  income. 

In  short,  the  greater  the  efficiency  of  the  social  organization  the 
greater  is  the  production  of  wealth,  although  from  the  private  stand- 
point of  ownership,  of  income  and  of  wants,  the  less  is  their  pro- 
prietary or  scarcity  value. 

With  this  double  moaning  of  wealth,  the  social  engineering  meaning 
without  ownership,  and  Fisher's  business  moaning  of  private  ownership, 
we  are  confronted  by  the  very  situation  that  reveals  the  conflict 
between  business  economics  and  political  economy.  It  is  the  double 
meaning  of  the  word  "service.”  Fisher  describes  service  as  the  income 
derived  from  capital  or  w'ealth.  ”iln  instrument  renders  a service 
when,  by  its  means,  a desirable  event  is  promoted  or  an  undesirable 


1 Ibid. , 6 
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event  prevented."  Thus,  "A  paper  manufaeturor , " he  says,  "is  offered 

a round  sum"  hy  his  competitors  "if  he  v/ould  close  his  mills."  This 

he  did,  and  "the  contract  \ihich  he  made  with  his  rivals  constituted  a 

kind  of  property  for  them:  the  wealth  hy  means  of  which  his  promise 

was  made  good  was  evidently  his  own  person  together  with  his  plant;  ano 

£ 

the  service  performed  was  the  inactivity  of  “both."  Thus  a paper 
mill  yields  the  "services  of  wealth”  w'hen  it  is  making  paper  and 
when  it  is  not  making  paper*  A hricklayer  performs  a service  when  he 
lays  hrick  and  when  he  is  out  on  a strike.  Running  a loom  is  a serv- 
ice and  shutting  it  down  is  a service*  Restricting  output  is  a 

3 

service  and  increasing  output  is  a service. 

It  is  plainly  the  confusion  of  output  with  income.  Output  is 
a service  rendered  to  other  people;  income  is  their  share  and  his  own 
share  of  that  output  derived  "by  aid  of  the  rights  of  property,  one  of 
which  is  the  right  to  v/ithhold  service  from  others  in  the  proprietary 
process  of  bargaining  until  the  others  will  pay  a satisfactory  price. 
Income  is  proprietary  wealth,  output  is  commonwealth.  Restricting  out- 
put is  not  a service  - it  is  bargaining  power. 

When  wealth,  capital,  income,  service.,  are  defined  with  these 
double  meanings,  no  social  program  can  be  built  upon  the  definitions. 
They  are  a confusion  of  production  with  ownership,  of  output  with  re- 
striction of  output,  of  engineering  econofiiy  with  business  economy,  of 
efficiency  v;ith  scarcity,  of  private  iuceme  with  social  output. 

Fisher,  however,  builds  upon  these  definitions  a proposed  public  policy 
than  an  income  tax  shouj.d  not  include  savings  as  income,  but  should 
be  a tax  only  on  that  part  of  income  whitih  is  spent  for  enjoyment. 

1 Ibid. , 19,  S36. 

2 Xm.  , £8. 

3 Uf.  '0 ommons , "Political  Economy  and  Easiness  Economy:  Comments 

on  Fisher^s  Capital  and  Income,"  Quari  Jour,  of  Economics,  Nov, 
1907,  p.  1£0.  • 
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The  latter  only  is  income,  the  former  is  capital,  and  should  there- 
fore not  he  taxed  as  income*  Hence,  income  taxes  should  he  levied 
only  on  consumption,  not  on  capital.  Otherwise  it  is  a capital  levy 
and  not  an  income  tax*  Before  we  can  properly  estimate  such  propos- 
als we  need  to  examine  further  the  way  in  which  income  is  obtained 
as  a share  of  the  total  social  output. 

2 

II.  Bargaining  Power 

Bargaining  power  does  not  emerge  as  a distinct  subject  for 
economic  theory  until  legal  support  is  furnished  for  concerted  eco- 
nomic action.  The  tv/o  principal  methods  of  concerted  action  are  the 
corporate  and  regulative.  In  the  corporate  form  the  individuals 
authorize  a hoard  of  directors  and  a manager  to  make  the  bargains  which 
legally  hind  the  shareholders.  Individual  bargaining  is  eliminated. 

But  in  the  regulative  method  the  participants,  v^hether  individuals 
or  corporations,  yield  to  the  rules,  laws,  or  regulations  which  de- 
termine limits  upon  their  individual  or  corporate  bargaining  power. 
Individual  bargaining  continues,  but  is  limited. 

The  presuppositions  of  the  individualistic,  communistic  and 
anarchistic  economists  did  not  include  these  presuppositions  of  bar- 
gaining power.  Adam  Smith,  in  basing  his  economic  theory  on  the  legal 
rights  of  the  individual  to  liberty,  equality  and  property,  strongly 
opposed  both  forms  of  concerted  action.  He  set  up,  as  against  con- 
certed action,  an  impersonal,  q^ua si -mechanical  competition  which  con- 
trolled individuals  in  their  bargaining  (cp.  Knight,  K.  H. , Modern 

1 Ibid. , 250  passim.  Also,  3 Die  Weltwirtschaf  theorie  der  G-egenwart 
'22  (1927)  Translation  privately  printed. 

2 From  article  in  Encyclopaedia  of  the  Social  Sciences. 
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Capitalism,  Jour,  of  Econ,  and  Business  History,  Hov.  1928),  The 
^^corporations"  which  he  so  vigorously  criticised,  were  of  the  regu- 
lative hind  - the  gilds  which  imposed  limits  upon  the  individual 
bargains  of  its  members.  So  also  were  the  tariffs,  bounties,  and 
trade  privileges  of  mercantilism  granted  by  governments  to  individuals 
or  classes.  They  increased  the  individual  or  concerted  domestic 
bargaining  power  of  citizens  by  lifting  the  favored  individuals  above 
the  menace  of  foreign  competition.  This  individualistic  and  mechanis- 
tic presupposition  of  Smith  dominated  the  classical  and  psychological 
economists.  It  was  carried,  to  the  extreme  by  the  anarchists.  It 
was  abolished  entirely  by  the  communistic  economists  whose  presuppo- 
sition eliminated  both  individual  and  concerted  bargaining  by  substi- 
tuting rationing,  the  exact  opposite  of  bargaining. 

As  long  as  these  individualist,  anarchist,  and  communist  doc- 
trines prevailed,  there  couJ-d  be  no  scientific  theory  of  that  inter- 
mediate process  between  the  individual  and  society  which  is  the  con- 
certed bargaining  power  of  individuals.  All  such  action  was  denounced 
as  monopolistic  by  the  individualists  and  anarchists,  or  as  mere 
palliatives  by  the  communists.  But  meanwhile,  in  the  decade  of  the 
1850^3,  both  in  England  and  America,  unforeseen  by  Smith,  Marx  or 
Proudhon,  and  unseen  by  later  economists  and  courts,  a new  legal  right 
was  recognized  by  the  legislatures,  the  universal  right  of  association, 
additional  to  the  rights  of  liberty,  equality  and  property.  Corpo- 
rations were  not  prohibited,  as  Adam  Smith  and  the  anti-monopolists 
demanded,  but  were  universalized  by  general  corporation  la?>/s,  instead 
of  the  preceding  special  acts  of  legislatures.  At  the  same  period 
labor  organizations,  revivals  of  the  gilds,  abandoned  their  ideas  of 
cooperative  production  or  socialism,’  and  adopted  the  ideas  of  concerted 
bargaining. 
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The  foregoing  right  to  incorporate  was  made  the  equal  right  of 
all  who  chose  to  incorporate,  not  hecause  this  device  would  increase 
their  bargaining  power,  hut  because  it  would  increase  their  productive 
power  by  attracting  capital  with  the  promise  of  limited  liability.  Anc 
unions  vi/ere  suffered  to  exist,  until,  twenty  or  thirty  years  later,  it 
was  found  that  they  had  thereby  acouired  new  bargaining  power.  About 
the  same  time  it  was  discovered  that  the  corporations  also,  by  con- 
certed action,  had  acquired  similar  access  of  bargaining  power.  Thus 
we  reach,  at  the  end  of  the  nineteenth  century  in  America,  the  peii  od 
of  anti-trust  laws  applied  to  both  corporations  and  unions. 

After  a period  of  vigorous  prosecutions  under  these  laws,  the 
courts  finally  discovered  that,  in  the  effort  drastically  to  abolish 
these  schemes  of  concerted  action,  they  were  striking  at  the  very 
base  of  property  and  liberty,  the  right  to  withhold  from  others  what 
they  need  but  do  not  ov/n.  Hence,  in  1911,  the  words  "reasonable  re- 
straint of  trade"  v;ere  introduced  into  the  decisions,  repeating  a 
similar  change  during  the  seventeenth  century  in  the  com.mon  law,  in 
order,  in  this  case,  (Standard  Oil  dissolution  suit)  to  preserve  the 
rights  of  stockholders  notwithstanding  the  abuses  perpetrated  by  mana- 
gers. Then  when,  in  1919,  upon  this  rebirth  of  the  idea  of  reasonable- 
ness, it  was  found,  in  the  Dissolution  Suit  against  the  United  States 
Steel  Corporation,  that  that  corporation  had  practiced  only  reasonable 
restraint  of  trade,  the  recognition  of  bargaining  power  was  attained 
in  law. 

This  recognition  came  to  a m.ore  specific  determination  in  the 
price  maintenance  cases  whore  it  was  found  that,  if  the  prohibition 
of  price  maintenance  were  carried  to  its  effective  limit,  the  corpo- 
ration must  be  compelled  to  deliver  its  commodities  to  any  briyer  who 
might  come  along,  and  this  v;ouid  involve  price-fixing  by  government. 
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Tills  had  "been  done  in  the  case  of  pulDlic  utilities.  P/lien  rates  y^qtq 
fixed  by  lav/  compulsory  service  was  also  ordered.  But  in  the  price 
maintenance  cases  the  right  to  withhold  was  limited  by  restricting  it 
to  reasonable  restraint  of  trade.  Similar  discovery  nad  previously 
been  made  in  the  case  of  laborers.  It  had  been  found  that  to  pro- 
hibit laborers,  by  decrees  of  specific  performance,  from  withholding 
their  services  oven  though  they  had  contracted  to  work,  v/as  a denial 
of  the  personal  liberty  guaranteed  under  the  Thixteenth  Amendment  to 
the  Constitution#  Business  enterprises  might,  without  such  violation 
of  the  Constitution,  be  compelled  to  specific  perJ?ormance  if  they  had 
made  contracts  to  deliver  commodities#  But  they  Could  not  lawfully, 
except  as  public  utilities,  be  compelled  to  make  s^ach  contracts.  Thus 
with  the  legal  pov/er  to  withhold  comm.odities  and  s(^rvices  finally 
recognized  in  law,  reasonable  restraint  of  trade,  according  to  the 
court ^s  ideas  of  reasonableness  but  contrary  to  the  anti-trust  laws, 
came  to  have  a standing  in  law,  and  its  eocdvrilent  bargaining  power 
a standing  in  economics#  For  restraint  of  trade  ^ bargaining  power, 
and  reasonable  restraint  of  trade  is  reasonaljle  bargaining  power. 

During  this  transition  period  of  the  pait  twenty  years,  distin- 
guished as  the  period  of  admitting  the  proces;§  of  rea^:onabie  bargain- 
ing power  into  the  domain  of  law  and  economicS|^  the  process  itself 
has  obtained  popular  appeal  under  such  names  a.|  stabilization  of 
industry,  stabilization  of  prices,  orderly  marketing,  stabilization  of 
employment  or  production.  Such  stabilizatioii,  appeals  to  the  wish  for 
restraint  against  unlimited  individual  bargaining#  The  connotations 
of  the  terms  stabilization  and  orderly  marketing;  are  similar  to  the 
connotations  w’hich,  in  labor  economics,  were  fortierly  knovin  as 
"equalization  of  bargaining  power  over  the  competitive  area."  The 

purpose,  in  this  instance,  was  to  prevent  the  ind;Lvid\ial  bargaining 
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of  competing  employers  and  workers  from  reducing  wages  and  increasing 
hours  of  labor  to  the  disadvantage  of  their  competitors  who  paid  high- 
er wages  or  worked  less  hours  per  day.  Indeed,  in  this  instance,  it 
is  the  bargaining  transactions,  individual  or  collective,  which  set 
the  rules  and  regulations  for  those  managerial  transactions  which  have 
become  the  special  subject-matter  of  the  new  discipline,  "scientific 
management. " 

Extended  to  the  business  community,  under  such  names  as  busines 
ethics,  it  is  the  purpose,  by  means  of  this  newly  permitted  bargaining 
power,  to  prevent  that  individual  bargaining  of  competitors  which 
steals  customers  b^r  cutting  prices,  or  steals  labor  by  raising  wages. 

It  is  now  coming  to  be  believed,  as  was  not  contemplated  by  the  early 
economists,  that  both  the  purchasing  power  of  the  public  and  the  suppi;^ 
of  labor  po^'i/er  are  limited,  and  therefore,  instead  of  competing  by 
individual  bargains  in  order  to  pull  customers  or  laborers  away  from 
competitors  by  lower  prices  or  higher  wages,  the  nev/  ethical  doctrine 
of  "live-and-let-live"  indicates  that  the  proper  procedure  is  to  get 
only  a reasonable  share  of  that  limited  purchasing  power  or  limited 
labor  power,  and  this  cannot  be  done  without  stabilization  and  its 
reasonable  restraint  of  trade*  The  clear  road  for  this  theory  of 
reasonable  bargaining  povi/er  was  prepared  by  the  decisions  in  the 
Steel  Dissolution  and  the  price  maintenance  cases. 

Hence  the  practical  theories  of  today  are  not  the  older  theories 
of  individual  competition,  individual  property,  the  liberty  of  indi- 
vid^ual  bargaining,  the  mechanism  of  free  competition,  nor  even  the 
communist  theories  of  prohibition  of  bargaining,  but  are  the  theories 
of  reasonable  bargaining  power.  -These  come  before  economists  and 
courts  under  the  four  groupings  of  discrimination,  or  unequal  oppor- 
tunity for  individual  bargaining;  fair  competition  instead  of  free 
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competition;  reasonalDie  price  instead  of  normal  or  natural  competi- 
tive price;  and  eaual  or  unequal  treatment  of  diiferent  kinds  of  bar- 
gaining power. 

A sketch  of  the  historical  spread  of  this  doctrine  of  reason- 
able bargaining  power  would  involve  analogies  and  citations  of  cases 
on  each  of  these  economic  aspects  of  reasonableness.  But  it  is  enovigh 
to  notice  its  historical  spread  by  classification  of  the  various  kinds 
of  bargaining  power.  Labor  organizations  v/ere  the  first  to  mowe  to- 
wards this  later  doctrine  of  reasonable  bargaining  power,  because  they 
were  the  first  to  feel  the  pinch  of  the  limited  number  of  jobs  and  of 
the  resulting  discriminations  and  destructive  competition.  Railv/ays 
and  other  public  utilities  next  were  forced  by  to  come  under  the 
doctrine,  because  the  supply  of  their  services  was  evidently  limited 
and  their  huge  corporate  form  enabled  them  to  set  their  own  rules 
for  the  individual  bargains  of  shippers  and  passengers.  Manufac turing 
industries  next  came  within  the  theory,  the  issue  in  their  case  cvil- 
minating  in  the  oases  above  cited.  Then  the  most  comprehensive  of  all 
industries,  the  banleing  industry,  was  adjaitted  to  the  process,  under 
the  Federal  Reserve  Act  v^hich  authorized  concerted  action  of  ton 
banks  in  regulating  the  prices  to  bo  charged,  and  the  volume  to  be 
issued,  of  bank  credit.  Finally,  the  farmers,  by  enlarging  the  meaning 
of  cooperation  from  cooperative  production  to  cooperative  marketing, 
are  in  the  struggling  process  of  obtaining  a larger  share  of  the 
world^s  purchasing  power  by  their  own  concerted  bargaining  power. 

In  all  of  these  oases  may  be  seen,  in  varying  degree,  an  his- 
torical shift  from  concerted  action  in  order  to  increase  the  pro- 
duction of  wealth,  highly  favored  by  the  economists  and  courts,  to 
concerted  action  in  order  to  restrict  the  production  of  Vvcalth,  high- 
ly disfavored.  For,  it  is  the  shift  from  producing  power  to  bargaining 


: 7 

J ^ - . : . ' ' . • ^ • 

. :.ug 

v = ‘ : • \ - ■•=■■■  V ■;  ■ • :‘  T'. 

■ j ' 'O;  c :')c? 

V.  /.  :.y‘xui:.  i a:  V J 

■'■  •:::;  ; ::.  ■ ' 

g rf  t-;  i 

• oi  , . ' • 

eiij  _ - ..  . 

• Mr. 

M 

. 

■ ; ' = ■’  n •. 

• ’ / :,.  d' t:^ ■ r ; f r;  M 


, • rviiscf  M •' ■ 
/ . :.  ■ V.Mr  ’-  -r" 

:t  y L -^‘.  ±0^:  . 

.:  . . 


'}  ■ .. 

: ;■  .’Ov. v‘M  ry  ' . 

■ " J :m ' .:  . ".  ■ 

.■  ••  :d  •.  • ■;  v;y  • ' 

r.  jr:  "i/y  • ;."  _ ; ■.  ; 

•■  iy  . 1 _ . .'.u-;.-  .v. •,:  ^ 

. - V ^ v;  j.;: 

•■'  od’  jjj’Tc  'vj.  .Mc 

: :,  . ■ '■>  ■•■■;  ■• , ■ /;  -‘f  , . 


28 


power,  which,  when  authorized  hy  law,  hecomes  reasonable  restraint 
of  trade.  ?/e  have  noted  this  shift  in  the  case  of  corporations  and 
labor  imions.  The  similar  process  was  also  noted  in  the  change  of 
meaning,  above  referred  to,  of  farmers’  cooperation  from  improvement 
of  scientific  agriculture  to  improvement  of  bargaining  power.  The 
Federal  Reserve  System  was  created  in  1913  for  the  "accommodation  of 
business  and  commerce,”  but,  in  1922,  it  shifted  to  restrictions  upon 
the  free  granting  of  credit  in  the  private  transactions  of  mem.ber 
bahkis , which  freedom  had  proven  disastrous  in  1919-1921. 

We  also  have  noted  that  the  historical  shift  to  bargaining  power 
has  occurred,  not  only  towards  the  corporate  form  of  consolidations, 
mergers  and  holding  companies,  but  even  m.ore  tov^/ards  the  regulative 
form  of  fixing  maximum  or  minimum  standards  for  the  individual  and 
corporate  bargains  of  buying,  selling,  lending,  hiring  and  excluding 
competition.  Loolced  at  in  this  way,  the  first  break  from  the  classical 
economic  doctrine  of  free  trade  was  in  the  protective  tariff  of  1842 
which  increased  the  domestic  bargaining  power  of  manufacturers. 
Consistently  with  this,  but  eighty  years  afterwards,  was  the  restric- 
tion of  immigration  which  markedly  increased  the  bargaining  power  of 
unorganized  labor# 

In  these  cases  it  was  positive  governmental  action.  In  other 
cases,  as  in  the  Federal  Reserve  System,  or  the  stabilization  poli- 
cies of  competitive  industries,  or  the  collective  oargaining  of  far- 
mers' cooperatives  and  tra3.e  unions,  it  was  the  negative  governmental 
action  of  permitting  that  to  be  done,  by  means  of  bargaining  po^ver, 
vihlch  ^vas  deemed  to  be  roasona.ble  or  indifferent,  but  positively  re- 
straining that  which  was  deemed  to  be  unreasonable  or  injurious  to 
the  public.  In  the  foi-mer  ease,  of  governrflontal  permission,  ihere 
remained  for  the  effectiveness  of  concerted  action  only  such  economic 
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sanctions  as  loss  of  profit,  exclusion  from  markets,  loss  of  employ- 
ment, etc.,  \vhich.  mi^ht  "be  brought  to  bear  upon  those  recalcitrants 
who  attempted  to  break  away  and  act  independently.  Permission  to 
impose  these  economic  sanctions  was  granted  in  the  Federal  Trade  Cora- 
nrission  Act  by  the  proviso  that  it  should  not  be  deemed  unlawful  to 
”meet  competition.”  Acting  under  this  permission  to  meet  competi- 
tion, or  even  to  threaten  to  meet  it,  the  independent  action  of  a 
competitor  was  likely  to  become  even  more  destructive  to  self  eco- 
nomically than  obedience  to  the  practices  and  prices  observed  by  the 
others.  According  to  this  proviso  it  is  not  unreasonable  restraint  of 
trade  for  all  the  smaller  competitors  to  "follow  your  leader,”  who 
obtains  leadership  through  prestige  or  through  economic  power  to  cut 
prices  below  the  level  at  v/hich  the  small  competitor  can  live.  Thus 
the  economic  coercive  sanctions  of  bargaining  power  become  increas- 
ingly effective,  oven  without  resorting  to  the  corporate  form,  but 
merely  by  resorting  to  the  stabilization  form. 

Other  practices,  incidental  to  strengthening  their  bargaining 
power,  are  the  now'  and  more  exact  methods  of  statistical  forecasting, 
by  means  of  which  individuals  may  more  promptly  withhold  or  expand  pro- 
duction in  concert  with  their  competitors.  The  wide  general  acceptance 
of  the  principle  of  bargaining  power  is  seen  in  the  disappearance  of 
nearly  all  resistance  to  high  protective  tariffs,  and  the  substitution 
of  universal  log-rolling  whereby  farmers  concede  high  protection  to 
the  bargaining  p.^v/er  of  manufacturers  in  exchange  for  high  protection 
of  the  farmers^  bargaining  power.  Likewise  the  conservation  of 
natural  resources  takes  on  new  and  interested  recruits  when  it  is 
seen  that  opening  up  new  lands  for  cultivation  or  new  mines  and  oil- 
wells  for  exploitation,  reduces  the  bargaining  power  of  owners  of 
natural  resources. 
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other  incidents  might  be  mentioned*  Bargaining  pov;er,  vjith  its 
sanctions  of  economic  coercion,  rises  to  a pre-eminence  even  more 
comprehensive  and  world-wide  than  the  formerly  dreaded  political  power 
with  its  physical  coercion.  The  state,  indeed,  becomes  one  of  the 
instruments  of  bargaining  power,  either  by  its  own  direct  act  or  by 
its  permission  of  concerted  action.  And  through  the  use  of  this  po- 
litical instrument  the  struggle  for  bargaining  power  reaches  its 
pre-eminence.  The  economic  theories  of  free  competition  and  laissez- 
faire,  deductively  worked  out  from  the  presuppositions  of  liberty, 
equality,  self-interest,  individual  property  and  the  mechanism  of 
competition,  give  way  to  pragmatic  theories  of  the  reasonable  use, 
under  all  the  circumstances,  of  that  bargaining  pov/er  which  may  be 
equally  or  unequally  shared  by  individuals,  classes  or  nations.  These 
theories  of  bargaining  power  are  directed  towards  the  economic,  legal 
and  ethical  problems  of  unfair  discrimination,  unfair  competition, 
unreasonable  price,  and  unequal  treatment  of  the  bargaining  power  of 
associations  of  manufacturers,  farmers,  laborers,  merchants,  bankers 
or  others.  It  is  the  emergence  of  these  issues  out  of  the  new  pre- 
dominance of  bargaining  power  that  has  recently  occupied  the  attention 
of  higher  courts,  as  never  before,  upon  economic,  legal  and  ethical 
theories  of  prices,  values,  practices  and  transactions. 

Reference : The  first  notable  effort  to  construct  a theory  of 

bargaining  power  was  John  Davidson’s  Bargain  Theory  of  Wages  (1897). 
Further  development  is  found  in  the  theories  of  the  historical  and 
institutional  economists.  See  Commons,  John  R. , Legal  Foundations  of 
Capitalism  (1924).  Leading  cases  referred  to;  Standard  Oil  Co.  v. 
United  States,  221  U.  S.  1 (1911);  United  States  vs.  American  Tobac- 
co Co.,  221  U.  S.  106  (1911);  United  States  vs.  United  States  Steel 

Corp.,  251  U.  S.  417  (1920);  G-reat  Atlantic  and  Pacific  Tea  Co.  vs. 
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Cream  of  Wheat  Co.,  -224  Fed.  566  (1915);  United  States  vs.  Colgate 
and  Co.,  250  U.  S.  300  (1919);  Federal  Trade  Commission  vs.  Beech 
But  Packing  Co.,  257  U.  S.  441  (1922). 

III.  Bargaining  Transactions 

Before  we  can  proceed  to  the  analysis  of  bargaining  power  we 
must  examine  again  the  bargaining  transactions  which  are  its  measurable 
magnitudes.  We  have  noted  the  unfolding  of  the  idea  of  social  cost 
from  Ricardo ^s  distinction  between  production  and  distribution,  where- 
in only  labor ^s  share  of  consumption  goods  was  looked  upon  as  social 
cost,  until  we  reached  the  conclusion  that  ail  shares  of  consumption 
goods,  now'  or  expected,  are  the  social  costs  of  reproducing  and  en- 
larging the  very  consumption  goods  which  again  constitute  social  costs, 
and  so  on  in  an  ever-repeating  process.  This  gives  to  the  word  ”cost” 
a distributive  meaning. 

We  found  no  corresponding  social  income,  or  social  happiness,  or 
social  value,  which,  in  the  case  of  individuals,  is  always  associated 
with  ”cost"  as  the  purpose  for  which  the  cost  is  endured.  And  there- 
fore we  found  no  social  net  income  which,  for  the  individual,  is  the 
very  substance  of  his  life  and  death.  To  speak  of  social  cost  or 
social  income,  or  social  value  is  to  personify  society. 

We  fo-und  that  the  term  social  cost  was  a metaphor  for  the  en- 
gineering term  input,  and  that  social  income  was  a metaphor  for  out- 
put. The  social  input  is  human  energy  of  ail  kinds,  the  social 
output  is  consumption  goods.  Society,  from  this  standpoint,  is  a 
world-vvide  organization  of  individuals  into  a producing  concern,  w-hose 
rate  of  production  is  the  efficiency/  ratio  of  output  to  input. 

But  society  is  also  a world-wide  debt  and  pay  community  out  of 
which  the  private  rights,  duties,  liberties  and  exposures  of  indi- 
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viduals  are  evolved  for  the  purpose  of  re5ulatin{-  the  methods  hy  which 
they  obtain  or  lose  control  of  this  social  input  and  output.  From 
this  standpoint  of  private  property  the  terms  cost  and  value  derive 
their  proper  meaning,  cost  being  the  outgo  from  the  total  of  the 
individual's  property  rights  and  value  being  the  income.  When  this 
pay  community  evolves  into  the  modern  buying  and  selling  transactions, 
with  their  borrowing  and  lending,  hiring  and  firing,  etc.,  then  the 
means  of  payment  become  the  social  focus  of  attention,  so  that  outgo 
is  money  outgo,  or  money  cost,  and  income  is  money  income  or  money 
value.  For  money  is  not  merely  something  "nominal”  - it  is  povi/er  and 
liberty  to  choose  any  items  of  social  output  within  the  limits  of  money 
owned  and  prices  paid. 

It  is,  then,  by  means  of  money  outgo  and  money  income  that  the 
social  input  and  output  are  acquired,  controlled,  lost  and  thus  shared 
among  individuals.  If  so,  then  the  terms  social  cost  and  social  value 
acquire  a different  meaning  - not  the  metaphorical  cost  and  value  for 
individuals,  nor  the  positive  outgo  and  income  of  individuals,  but  a 
meaning  of  the  distributive  shares  of  the  social  output  gained  or  lost 
by  individuals  to  each  other.  This  distributive  idea  of  cost  and 
value,  quite  different  from  the  positive  ideas,  w'as  suggested  but  not 
distinguished  by  Adam  Smith,  and  has  gradually  but  imperfectly  crept 
into  economic  theory,  although,  upon  analysis,  it  is  found  to  be  the 
meaning  of  the  terms  "cost  of  service,”  and  "value  of  service"  em- 
ployed by  courts  in  pra.ctically  all  of  their  decisions  respecting 
reasonable  value.  For  their  valuation  decisions  turn,  not  on  the 
positive  pains  and  pleasures,  or  the  positive  outgo  and  income,  of 
individuals,  but  on  the  distributive  question  of  whether  individuals 
or  concerns,  by  means  of  bargaining  power,  obtain  shares  of  the  social 

output  equal  to,  in  excess  of,  or  short  of,  the  services  rendered 
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towards  augmenting  this  social  output. 

The  first  important  distinction  to  be  made  in  any  transaction 
or  repetition  of  transactions  is  that  already  made  betv^/een  gross  in- 
comes gross  outgo,  and  net  income.  Net  income  is  the  individualistic 
approach,  and  it  is  upon  the  concept  of  net  income,  or,  at  least 
upon  failure  to  distingaish  gross  income  from  net  income,  that  all  the 
individualistic  theories,  from  Smith  to  neo-classicism,  are  builded. 

For  the  concept  of  net  income  is  the  basis  of  the  presupposition  of 
the  individualistic  theory  that  every  individual  seeks  his  own  in- 
terest regardless  of  the  effects  on  others.  But  gross  income  and 
gross  outgo  are,  in  themselves,  the  effeots  on  others,  since  they  are 
the  shares  of  the  total  social  output  received  by  and  contributed  by 
individuals,  from  whose  conjuncture  the  net  income  of  individuals  and 
concerns  emerges.  The  repetition,  then,  of  bargaining  transactions 
gives  the  formula  of  gross  income,  gross  outgo  and  net  income.  And, 
since  it  is  the  bargaining  transactions  that  set  the  rules  within 
which  managerial  transactions  are  conducted,  the  formula  of  repetition 
of  bargaining  transactions  gives  us  the  social  mechanisms  of  both 
the  production  of  the  social  output  and  its  distribution  among  all 
participants. 

In  order  to  prepare  the  way  for  distinguishing  this  subtle  change 
in  the  meanings  of  cost  and  value,  from  the  positive  to  the  distribu- 
tive meanings,  we  recur  to  the  economic  aspects  of  our  formula  of 
transactions  whose  ethical  and  legal  aspects  we  have  previously  ex- 
amined. It  requires  a combination  of  two  aspects  of  the  identical 
formula,  as  herewith. 

Formla  A 

Alternatives 
$90 


Actual 
B $100 
S $110 


$1S0 
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8d 

In  Formula  A,  S and  are  prospective  sellers  of  a given 
coiTimodity  or  service,  and  3 and  are  prospective  "buyers.  V/e  give 
our  attention  to  S who  actually  sells  to  B*  In  order  to  derive  the 
not  income  of  S we  introduce  the  formula  B,  where  S appears  as  a 
buyer  instead  of  a seller,  as  follows: 

Formula  B 

Actual  Alternatives 

B (S)  $90  (S^)  |80 

s2  $90  S®  $95 

The  reading  of  the  two  formulae  means  that  S buys  a commodity, 
(which  we  assume  to  be  given  as  constant  in  quantity  and  quality)  , 
from  at  |90  (Formula  B)  and  sells  it  to  B (Formula  A)  at  somewhere 
betv^een  §100  and  §110,  say  §105.  His  net  income  from  the  tvvO  trans- 
actions is  §15,  resulting  from  a gross  income  of  §105  in  one  trans- 
action (Formula  A)  and  a gross  outgo  of  §90  in  another  transaction 
(Formula  B). 

It  will  be  seen  that  in  either  of  the  two  formulae  there  are 
three  economic  relations  functionally  bound  together  such  that  a 
change  in  one  will  produce  change  in  the  other  two.  These  relations 
are  opportunity,  competition,  and  price.  Each  of  the  four  parties,  if 
a dispute  arises,  can  bring  a suit  o.t  law  on  the  ground  either  of  un- 
equal opportunity,  unfair  competition  or  unreasonable  price  (value). 

If  such  a suit  is  decided  one  way  or  another  the  decision  affects  the 
others. 

Sellers  S,  for  example,  in  Formula  A,  can  choose  between  the  two 
opportunities  of  selling  to  B at  §100  or  to  B^  at  §90.  Likewise 
buyer  B can  choose  betvvcen  two  sellers,  paying  S §110  or  §120. 

Out  of  this  situation  may  arise  a dispute  over  the  issue  of  equal  or 
unequal  opportunity  resulting,  after  many  trials  and  errors,  in  the 
present  legal  doctrine  of  reasonable  or  unreasonable  discrimination. 
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Again,  B is  in  oompotition  with  and  S in  oompctition  with 
(Formula  A)*  Disputes  may  here  arise  as  to  whether  S is  unfairly 
cutting  prices  below'  what  is  charging,  or  whether  B is  unfairly 
raising  prices  above  what  B^  can  afford  to  pay.  Out  of  those  relation? 
arise  the  dispute  over  free  oompotition  and  fair  competition. 

Finally  S in  Formula  A may  be  able  to  force  B to  pay  as  high  as 
?|plS0,  v/hich  is  his  next  opportunity,  or  B may  force  S to  accept  as 
low  as  $90,  \vhich  is  tlie  next  best  alternative  for  S.  Out  of  this 
relation  arises  the  issue  of  reasonable  or  unreasonable  price. 

Thus  the  three  economical  relations  are  interdependent.  If  S 
gets  a decision  against  discrimination,  it  changes  both  the  compe- 
tition  and  the  price  for  himself  and  others.  If  S gets  a decision 
against  unfair  competition,  it  changes  both  the  discrimination  and  the 
price  for  himself  and  the  others.  And  finally  if  S gets  a decision 
against  an  unreasonable  price  it  changes  the  relations  both  of  dis- 
crimination- and  competition. 

It  has  reciuired  several  decades  for  both  economists  and  courts 
to  roach  all  of  these  dictinctions  relative  to  bargaining  power.  V/e 
begin  with  Opportunity. 


IV.  Opportunity 

1.  Cost  of  Service  and  Cost  of  Product 

1 

In  Bohm-Bawerk’s  criticism  of  Senior *s  abstinence  theory  is 
the  beginning  of  recent  doctrines  of  ^utility  cost”,  "opportunity- 
cost,”  and  of  the  judicial  doctrine  of  cost  of  service.  Bohm-Bawerk 
uses  the  language  of  psychology  - "utility  cost"  - which  we  can  read- 
ily convert  into  the  language  of  money,  "opportunity  cost."  He 

1 Bbhm-Bawerk,  Capital  and  Interest  (tr.)  282  (Original  G-erman  edi- 
tion 1884  ?). 
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distinguishes  two  kinds  of  loss  of  well-being,  the  "positive”  kind, 
where  "we  inflict  on  ourselves  positive  injury,  pain,  or  trouble;" 
and  the  "negative"  kind,  where  "we  do  without  a happiness  or  satis- 
faction which  we  otherwise  might  have  had*"  These  two  methods  of 
measiiring  cost  are  not  cumulative.  The  one  cannot  be  added  upon  the 
other.  They  are  alternative.  "Since  in  the  economic  life  of  today," 
he  says,  "we  have  an  infinite  niimber  of  possibilities  of  turning  our 
work  to  fruitful  account,"  the  measurement  of  sacrifice  in  terms  of 
labor-pain  "almost  never  occurs.  At  the  present  time,  then,  we  esti- 
mate by  far  the  greater  number  of  cases  not  by  the  pain  of  work,  but 

1 

by  the  profit  or  advantage  we  have  renounced." 

To  this  renounced  advantage  Bohm-Bawerk  gives  the  paradoxical 
name,  "utility  cost,"  whereas  to  the  sacrifice,  pain,  or  trouble,  he 
gives  the  name  "positive  cost."  Since,  however,  the  word  "negative" 
is  here  given  a meaning  different  from  the  mathematical  meaning  of 
positive  and  negative,  and  since  the  meaning  here  intended  is  evident- 
ly the  volitional  meaning  of  choosing  between  alternative  incomes  we 
shall  use  the  term  "distributive  cost,"  as  suggested  by  Davenport, 
contrasted  with  the  mathematical  "positive  cost"  of  the  classical  and 
hedonic  schools.  The  positive  costs  lead  to  the  idea  of  net  income 
of  individuals.  The  distributive  costs  lead  to  the  idea  of  a greater 
or  lesser  share  of  the  social  output. 

This  w/ill  appear  when  we  turii  from  Bohm-Bawerk ^s  natural  economy 
to  the  social  economy  of  a pay  community.  Here  everything  is  owned 
by  somebody,  and  before  the  individual  can  have  access  to  nature  he 
must  bargain  with  owners.  Hence  we  convert  the  psychological  term 
"utility  cost"  into  the  distributive  term  "opportunity-cost."  Oppor- 
tunity cost  arises  from  choice  of  opportunities.  Thus,  in  Formula  A, 


1 Ibid.,  284 
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the  seller  S has  before  him  t\vo  opportunities  to  sell  to  two  competing 
buyers*  He  cannot  sell  to  both,  because  we  assume  that  his  property 
is  limited  to  one  commodity  which  he  offers  to  sell,  and  therefore  he 
must  choose  betv/een  the  two  buyers.  Buyer  B offers  jjplOO  but  buyer 
B^  offers  only  $90.  If  seller  S cannot  induce  buyer  B to  pay  more 
than  $100,  then  S,  in  accepting  $100  for  his  commodity,  thereby  re- 
jects the  $90  offered  by  B^.  This  $90  is  to  S his  opportunity  cost  - 
and  the  meaning  is  ^‘negative,"  even  paradoxical,  because  it  is  a 
cost,  not  in  the  positive  sense  of  outgo,  but  in  the  social  sense  of 
an  alternative  lesser  share  of  the  social  output  which  he  foregoes. 

The  positive  cost  for  S is  the  $90  v/hich,  as  a buyer,  he  pays 
to  in  the  other  transaction  (Formula  B).  Thus  ” opportunity-cost” 
and  ”positive  cost”  are  not  cumulative.  They  are,  in  fact,  the  differ- 
ence between  private  outgo  and  social  opportimity.  The  buyer  B^ 
stands  for  the  next  best  of  all  social  opportunities  open  to  S to 
sell  his  commodity,  while  Buyer  B stands  for  the  best  of  all  social 
opportunities. 

Hence  we  arrive  at  a distinction  to  be  made,  but  not  usually 
Kiade,  betv;een  ”surplus”  and  ”net  income.”  Net  income  is  the  difference 
between  the  gross  income  of  S,  ($100  received  from  B),  and  the  gross 
outgo  (|90  paid  to  S'").  But  surplus,  in  this  case,  is  a difference 
between  tv;o  gross  incomes,  the  income  $100  offered  by  B as  his  outgo, 
and  the  alternative  lesser  income  $90  offered  by  B^  as  an  alternative 
outgo.  Thus  surplus  is  the  ”unearned”  income,  or  ”q.uasi-rent , ” arising 
from  mere  freedom  to  choose  between  two  social  opportunities  repre- 
sented in  the  persons  of  two  proprietors,  B and  B^.  But  net  income 
is  the  difference  between  a positive  outgo  and  a positive  income. 

In  other  words,  surplus  is  the  volitional  difference  between  the  alter- 
native lesser  income  and  the  positive  greater  income;  but  not  income 
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is  the  matiiGmatiGai  differc-nce  between  positive  outgo  and  positive 
ino  ome • 

It  is  upon  tiiis  magnitude  of  surplus  rather  than  net  income,  and 
of  its  measurement  as  opportimity-cost  rather  tiian  positive  cost, 
that  the  courts,  as  wc  shall  see,  construct  their  concept  of  reason- 
able cost  of  service. 

In  order  to  preserve  this  distinction,  however,  it  will  be 
necessary  to  have  a term  tiiat  will  signify  positive  cost  and  distinguisl 
it  from  the  opportunistic  cost  of  service.  I/e  shall  distinguish 
it  as  ”cost  of  product,”  whereas  the  opportunistic  concept  is  ”Gost 
of  service.”  Cost  of  product  is  the  classical  and  hedonistic  idea 
of  cost  as  positive  outgo  of  money  or  pain  in  exchange  for  positive 
income  of  goods  or  pleasure.  But  cost  of  service  is  the  volitional 
alternative  income  rejected  because  the  individual  is  finite  and  cannot 
have  both  incomes  at  once,  and  therefore  chooses  the  larger.  Thus 
cost  of  product  is  outgo,  but  cost  of  service  is  alternative  income. 

Cost  of  product  is  one  of  the  factors  of  net  income,  but  cost  of 
service  is  one  of  the  factors  of  surplus  which  augments  net  income. 

It  is  to  B.  I.  G-reen  0.nd  H.  J.  Davenport  that  v;e  ov/e  the  first 

formulation  of  this  idea  of  opportunity  cost.  Each  discovered  it 

independently/-  in  1894.  While  Grroen,  says  Davenport,  w'as  ”the  first 

to  form-ulate  the  doctrine  in  entire  def  initencss,  ” Davenport  was 

”thG  first  to  give  it  systematic  application.”  This  he  did  by  means  of 

a detailed  examination  of  the  loading  theorists  of  the  classical  and 

1 

hedonic  schools,  to  which  the  reader  is  referred.  While  he  found 
that  Bohffl-Bawerl:  and  the  Austrian  school  had  recognized  this  principle, 
yet  they  did  not  adhere  to  it  ”without  vacillation,”  and  the  doctrine 
had  also  been  stated  or  implied  by  several  recent  economists  -under 

1 Davenport,  II.  j . , value  and  Distribution,  (1908);  Economics  of 
Enterprise  (1913).  G-reen,  D.  I.,  Cluar.  Jour.  Econ.  , July-  1924. 
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such  names  as  ^substitution  cost,"  "dispiacement-cost, ” and  ”quasi- 
rent,”  V/e  have  foilov^ed  Davenport ^s  exhaustive  analysis  and  his  con- 
trast with  the  older  theories,  by  reducing  it  to  the  foregoing  formula 

of  a transactiono  and  giving  to  it  his  name  of  ’'distributive  cost'’  and 
1 

"distributive  share*"  These  tv/o  terms  describe  quite  accurately  the 
process  of  choosing  which  occurs  in  every  bargaining  transaction. 

What  each  seller  chooses  is  that  one  which  is  largest  of  all  the 
alternative  shares  of  the  total  social  output  offered  to  him  by 
buyers  in  the  form  of  money.  This  we  name  his  "distributive  share", 
the  share  which  he  accepts.  In  making  the  choice,  however,  he  fore- 
goes or  rejects  the  next  smaller  share  of  the  total  social  output 
offered  to  him  by  the  next  best  buyer.  This  wo  name  the  "distributive 
cost,"  and  it  is  identical  Mlth  the  concepts  of  substitution  cost, 
displacement  cost,  or  G-reen^s  and  Davenport’s  opportunity-cost.  The 
distributive  "share"  is  the  claim  to  that  share  of  the  social  output 
which  he  actually  receives  as  "money  income."  The  opportunity-cost 
is  the  claim  to  a smaller  share  which  ho  rejects  and  which  therefore 
becomes  a "cost,"  in  the  volitional  sense,  of  lesser  share  not  ac- 
cepted, in  order  to  obtain  the  larger  share  accepted.  The  differ- 
ence between  the  tv;o  is  a quasi-rent,  a surplus,  an  unearned  income, 
obtained  without  cost  by  merely  choosing,  but  serving  as  one  of  the 
constituents  that  go  to  augment  his  net  income,  which,  in  turn  is  his 
net  share  of  the  total  social  output. 

E.  Value  of  Service  and  Value  of  Product 

But  if  the  individual  can  gain  a surplus,  which  augments  his 
net  income,  by  having  the  opportunity  to  choose  the  larger  of  two 


1 Value  and  Distribution,  322 
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gross  incomes,  cannot  he  also  augment  his  net  income  "by  having  the 

opportunity  to  choose  the  lesser  of  two  gross  outgoes?  We  ioolc  for 

this  analysis  in  H«  Cc  Carey's  Principles  of  Political  Economy,  1837, 

which  was  "bodily  taken  over  and  popularized  w'ithout  acknowledgment, 

1 

even  to  the  words  and  illustrations,  hy  Bastiat  four  years  later. 

Bastiat  was  Carey^s  piratical  press  agent,  hut  he  ^vas  so 
brilliant  and  had  such  a brilliant  antagonist  in  the  anarchist 
Proudhon  to  stimulate  his  rhetoric,  that  v;e  quote  Bastiat  to  expound 
Carey. 

Bastiat  begins  with  a supposition  the  opposite  of  Bohm-Bawerk^s. 
Instead  of  an  abundance  of  opportunities,  between  which  we  choose  the 
most  remunerative  and  therefore  disregard  the  pain  of  saorifice, 

Bastiat  starts  with  the  pains  of  sacrifice,  between  which  v;e  choose 
the  least  onerous,  and  disregards  both  the  scarcity  of  opportunities 
and  the  positive  pleasure  of  income.  This,  he  says,  proceeds  from 
the  universal  lavv  that  wants  exceed  the  supply  and  therefore  require 
labor  to  produce  a supply.  But  since  labor  is  disagreeable  the  value 
of  commodities  to  one  who  acquires  them  in  exchange  is  not  proportioned 
to  one^s  own  labor  cost  in  producing  them  but  to  the  labor  which  it 
would  have  cost  him  if  he  had  produced  them  himself.  Their  value  is 
thus  measured  by  the  labor  saved,  not  by  the  labor  cost.  "The  value," 
says  Bastiat,  "far  from  bearing  a necessary  proportion  to  the  labor 
performed  by  the  person  who  renders  the  service,”  as  had  been  the 
assumption  of  Ricardo,  Marx,  and  Proudhon,  "may  be  said  rather  to  bear 
proportion  to  the  labor  saved  to  the  person  who  receives  it.  This 

1 Bastiat,  Frederic,  Harmonies  Economiques  (1850,  tr.  same  year). 

See  Careys s claim  to  priority  in  liih  Principles  of  Social  Science, 
Vol.  1,  preface,  (1857)  and  its  verif icatioh  "by  did e and  Ris't~, 
History  of  Economic  Doctrines,  527  (1913  tr. ) , and  Haney,  L.  H.  , 
iri~story  of  IJconomic  ‘Thought,  504  (1911,  1920). 
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gonorai  law  of  value,  v^hioh  has  not,  so  far  as  I know,  iGen  ohsorved 

1 

by  thcorotioal  writers,  nevertheless  prevails  universally  in  prac- 
tice. * • It  has  its  principle  and  foundation  less  in  the  effort  of 

E 

the  person  v/ho  serves  than  in  the  effort  saved  to  him  who  is  served.” 

Thus  we  may  name  Bastiat^s  sub^jective  ”value"  a "negative” 
value,  or,  paradoxically,  a disutility-value,  the  value  to  self  of 
avoiding  a more  onerous  alterna^tive  outgo,  just  as  B-ohm-Bawerk ^s 
negative  cost,  or  "utility-cost”  was  the  cost  to  self  of  foregoing  a 
lesser  alternative  income.  Converted  into  monetary  terms  this  is  a 
dis-opportunity-value,  equivalent  to  the  legal  concept  (wlJ.ch  was 
also  Carey's  and  Bastiat^s  concept),  the  value  of  service.  This,  we 
have  seen  is  the  "distributive”  rather  than  negative,  meaning  of 
value.  It  is  the  value  to  self  of  avoiding  a greater  outgo  to 
others  by  iiaving  the  opportunity  to  choose  a lesser  outgo.  The 
situation  may  be  seen  in  the  formulae  of  transactions. 

In  Formula  B,  our  seller  S now  bee  one  s a buyer.  He  has  two 
alternatives.  He  can  buy  his  commodity  from  at  5^95,  or  from 
at  |90.  As  a buyer,  seeking  his  own  advantage  by  choosing  between  the 
disagreeable  alternatives  imposed  upon  him,  he  selects  the  less  dis- 
agreeable and  pays  §90  to  S^.  This  seller  has  therefore  performed  a 
service  for  him  - a service  which  has  saved  him  from  the  next  worse 
alternative  of  paying  §95,  and  this  is  therefore  the  value  of  the 
service  rendered.  But  the  surplus  thus  saved,  towards  augmenting  his 
net  income,  is  §5.  It  again  is,  not  an  "unearned  income,"  but  - an 
unearned  "saving,"  a "quasi-rent,"  arising  from  mere  freedom  to  choose 
the  lesser  of  two  alternative  costs  imposed  upon  him  by  the  social 

1 It  was  implied  in  Adam  Smith's  theory,,  and  was  explicitly  the 
whole  of  Carey's  economic  philosophy. 

2 Harmonics , 114. 
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mechanism  of  transactions  that  compels  him  to  pay  for  the  commodities 
which  are  needed  hy  him  hut  are  limited  in  supply  and  owned  hy  others* 

The  sL  tuation  is  duplicated  in  Formula  A.  Here  the  buyer  B has 
two  alternatives,  the  ;}1E0  asked  hy  and  the  ,,,110  asked  hy  S.  If 
he  cannot  persuade  3 to  take  less  than  fllO,  then  ^pllO  is  his  posi- 
tive outgo,  while  .fl20,  his  next  v^/orse  alternative,  is  the  value  of  the 
service  rendered  to  him  hy  S,  and  §10  is  the  surplus  which  augments 
his  net  income  hy  that  amount. 

It  is  upon  this  concept  of  choosing  the  lesser  of  two  evils 
that  the  courts  huild  their  concept  value  of  service.”  But  since, 
as  in  the  other  case,  there  are  two  meanings  of  value,  the  positive 
value  of  income  and  the  distributive  value  of  avoiding  an  alternative 
higher  outgo,  we  shall  need  again  a pair  of  terms  to  preserve  the 
distinction.  They  are  ”value  of  product”  and  ”value  of  service.” 

Value  of  product  is  the  classical  and  hedonistic  idea  of  value  as  posi- 
tive income  of  money  or  pleasure.-  received  in  exchange  for  positive 
outgo  of  goods  or  pain.  But  value  of  service  is  the  volitional  al- 
ternative higher  outgo  avoided  hecausd  the  individual  is  finite  and 
cannot  endure  both  outgoes  at  once  and  therefore  chooses  the  lesser. 
Thus  value  of  product  is  income  and  value  of  service  is  altcrna.tive 
lesser  outgo.  Value  of  product  is  the  other  factor  of  net  income 
mathematically  opposite  to  cost  of  product,  hut  value  of  service  is 
another  volitional  surplus  which  also  augments  not  income. 

This  concept  of  value  of  service  was  not  something  new  in  eco- 
nomic theory  - it  was  a new  name  and  a new  application  of  Ricardo ^s 
doctrine  of  comparative  cost  in  international  trade.  Ricardo  had 
said,  ”The  same  rule  which  regulates  the  relative  value  of  commodities 

in  one  country,  does  not  regulate  the  relative  value  of  the  commodi- 

1 

ties  exchanged  between  tv/o  or  more  countries.”  Carey  builded  upon 


1 Ricardo,  Works,  75;  od.  by  hcCuIloch. 
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these  too  ^rules’’  of  RicardOo  In  one  country,  lilvc  America,  he  says, 
the  positive  quantity  of  labor  may  bo  a.  measure  of  relative  values, 
as  Ricai^do  hold,  because  all  labor  iia.s  ”an  equal  power  to  command 
the  services  of  natarc*  The  product  of  too  carpenters  in  Hew  Yorl: 
or  Philadelphia  can  ^^cnera.ll^?'  be  exchanged  for  that  of  too  masons*” 

So  adso  the  product  of  different  laborers  in  different  parts  of  France 
or  England,  or  India  are  D.bout  equal  and  will  excha.ngc  at  rates  pro- 
portionate to  labor-tiac  within  the  country*  But  this  is  not  true 
in  foreign  exchange*  ”Tho  time  of  a laborer  in  Boston  is  nearly  equal 
in  valvie  to  that  of  another  in  Pittsburgh,  Cincinnati,  or  St.  Louis; 
but  it  will  not  bo  given  for  that  of  a laborer  in  Paris  or  Havre.  • 

The  people  of  Italy  give  a yearns  exertions  for  less  than  those  of 

1 

England  obtain  in  half  a- year.” 

Yet  foreign  trade  is  advantageous  because  each  country  exports 
that  on  which  its  own  labor  is  most  efficient,  and  imports  that  on 
which  its  own  labor  is  less  efficient.  Thereby  it  saves  the  higher 
amount  of  labor  required  for  its  own  high-cost  produats,  and  can  de- 
vote that  labor  to  its  low-cost  products  for  export.  It  is  but  a 
step  from  this  doctrine  to  say  that  the  measure  of  the  value  of  the 
service  rendered  by  the  foreigner  is  the  alternative  amount  of  home 
labor  that  v/ould  be  required  to  produce  the  goods  imported.  It  was 
this  idea  of  choosing  the  lesser  of  too  labor  easts  that  Carey  and 
Bastiat  expanded  into  a universal  law  of  value,  applicable  in  both 
domestic  and  foreign  trade,  and  thus  changed  Ricardo ^s  and  liarx’s 
doctrine  of  positive  labor  eosts  as  the  measure  of  value,  to  Ricardo^:, 
comparative  labor  costs  as  the  measure  of  vrulue.  By  giving  to  it  the 
no,/no  ”valuc  of  service,”  mea^sured  by  alternative  higher  labor  cost, 

1 Carey,  1 Principles  of  Social  Science,  155. 
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instead  of  "value  of  product,"  measured  by  its  own  labor-cost,  they 
placed  it  on  tie  map  as  something  universal,  where  Ricardo  had  seen 
it  only  in  foreign  trade.  But  it  changed  the  whole  concept  of 
value  from  the  positive  classical  and  communistic  labor  cost  to 
a competitive  choice  of  the  lesser  of  alternative  costs. 

It  is  rather  strange  that  Davenport,  who  developed  so  brilli- 
antly the  companion  doctrine  ^f  opportunity-cost,  did  not  develop  also 
this  doctrine  of  disopportunity-value.  It  is  possibly  because  he, 
like  most  economists,  had  dismissed  Carey  and  Bastiat  as  irrelevant 
freaks,  and  therefore  devoted  his  attention  to  the  classical  and  hedon- 
ic economists.  Davenport  does  malce  use  of  the  one  contribution  made 
by  Carey  which  had  been  immediately  accepted  by  all  economists,  namely 

his  substitution  of  "cost  of  reproduction"  for  the  "cost  of  production" 

1 

of  the  older  economists,  but  he  gives  this  no  particular  attention. 

As  a matter  of  fact,  Carey ^s  "labor  cost  of  reproduction"  was  an 
entirely  new  concept,  not  merely  equivalent  to,  but  contradictory  of, 
Ricardo ^s  and  Marxes  labor-cost  of  production.  It  was  not  a theory  of 
labor-cost  at  all  but  a universal  theory  of  opportunity  to  choose  the 
lesser  of  tv;o  evils.  But  it  has  been  accepted  by  economists  and  courts 
without  question.  Yet  it  is  an  idealistic  volitional  concept  of  al- 
ternatives, constructed  in  imagination  as  an  "ideal  typus"'  of  what  the 
price  would  be  if  there  were  free  competition.  Its  universality, 
however,  is  unquestionable,  and  readily  appears  v/hen  reduced  to  the 
formula  of  that  ultimate  atom  of  economic  theory,  the  bargaining 
transaction,  wherein  four  competing  participants  are  endeavoring  to 
choose,  not  only  as  sellers  the  larger  of  two  incomes,  but  also  as 
buyers  the  lesser  of  two  outgoes. 

Another  reason  for  Davenport^s  oversight  of  disopportunity  value 


1 Davenport,  Ibid. , 322 
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was  his  failure  continuously  to  make  use  of  the  distinction  "between 
gross  income  and  net  income.  Had  the  two  constituents  of  net  income, 
namely  gross  income  and  gross  outgo,  "been  always  carried  in  mind,  then 
there  would  have  "been  called  for  the  concept  of  choosing  the  lesser 
of  t\io  gross  ouogoes  as  much  as  the  concept  of  choosing  the  larger  of 
two  gross  incomes*  He  does,  indeed,  parenthetically  "by  way  of 
caution,  make  it  clear  that  opportunity-cost,  the  choice  "between  gross 
incomes,  should  not  "be  confused  with  w/hat  we  might  name  occupation- 
£osjfc,  the  choice  betv/een  two  net  incomes,  representing  two  different 
occupations*  ^^Tho  doctrine  of  opportujait^^-cost , ” ho  says,  ^rightly 
understood,  does  not  point  fundamentally  to  the  question  of  how/  much 
could  "be  realized  of  gain  in  some  alternative  occupation  or  activity, 
"but  only  to  howv  much  must  "be  realized  in  the  occupation  or  activity  in 
order  to  insure  its  continuance*”  In  other  words,  the  choice  is  not 
that  of  changing  occupations,  "but  is  that  of  choosing  between  bu^rers 
who  patronise  the  same  occupation  or  going  business*  The  buyer  who 
pays  the  higher  price  is  chosen  and  the  buyer  rejected  measures  oppor- 
tunity-cost, or  cost  of  service*  But  somehov/  there  was  overlooked  the 
companion  series  of  choices  between  sellers  of  raw  material  or  sellers 
of  labor,  wherein  the  seller  who  sells  at  the  lower  price  is  chosen 
and  where  the  seller  avoided  measures  the  disopp ortunity  value,  or 
value  of  service* 

Davenport  seems  to  pass  this  off  as  the  self r^evident  fact  of 
competition*  The  buyer  does  choose  the  lesser  price  asked  by  com- 
peting sellers,  but  so  does  the  seller  choose  the  higher  price  offered 
by  competing  buyers*  Hence,  according  to  Davenport  choice  of  oppor- 
tunity should  not  bo  confused  with  competition.  His  opportmiity  cost 
is  functionally  dependent  on  competition  of  buyers,  as  may  be  seen 

1 Davenport,  Ibid.,  92,  93* 
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from  the  lormula,  tiit  competition  is  a rivalry  t)et\veen  competitors, 
while  opportunity  is  a choice  tetw/een  rival  competitors.  But  this  is 
true  whether  the  competitors  are  competing  Buyers  or  competing  sellers. 

A further  explanation  may  Be  offered,  from  a study  of  court 
decisions  on  reasonaBle  cost  of  service  and  reasonaBle  value  of 
service.  Both  of  these  concepts  appear  in  court  decisions  and  a study 
of  these  decisions  reveals  that  they  reject  the  Ricardian  and  classical 
economists^  notions  of  positive  cost  and  positive  value,  since  these 
are  Believed  to  Be  private  matters  of  individual  net  income  which  do 
not  concern  the  courts  in  disputes  over  prices  and  values,  and  they 
therefore  resort  to  the  comparative  method  of  measuring  alternative 
incomes  or  alternative  outgoes  which  might  Be  shown  to  Be  the  reaeon- 
aBle  alternatives  open  to  Buyers  or  sellers  if  they  v/ere  free  to  Cxhoose 
under  the  existing  conditions  of  supply,  demand,  custom  and  the  usual 
practices  of  persons  in  similar  circumstances.  V.'hen  resolved  into 
economic  terminology  this  is  Ricardo ^s  comparative  costs,  Carey's  and 
Bastiat's  cost  of  reproduction  and  value  of  service,  or  the  raore  tech- 
nical disopportunity  value,  as  well  as  Davenport ^s  opportunity-cost, 
or  cost  of  service.  Hero,  in  the  legal  forum,  the  comparative  and 
distriButive  concept,  value  of  service,  is  as  often  at  issue  as  the 
similar  comparative  and  distriButive  concept,  cost  of  service. 

A still  more  lilcely  explanation  of  the  omission  of  the  valuc-of- 
scrvice  concept  is  the  aBsurd  meanings  given  to  it  By  Carey  and  Bas- 
tiat.  The  term  was  to  them  an  old  acquaintance  from  Ricardo,  quite 
inconsistent  with  his  usual  doctrine.  But  suddenly  discovered  as 
throwing  a now  halo  around  the  aBused  head  of  Capitalism.  To  discover 
tix  source  of  these  aBsurdiiaes  v^e  are  required  to  examine  what  is 
reasonaBly  and  properly  meant  By  the  volitional  concept  of  choice  of 
alternative. 


3e  The  Meaning  of  Alternatives 


When  Bastiat  illustrated  his  concept  of  value  of  service  he  toolc 
Proudhon,  who  had  been  declaiming  against  rent,  interest,  and  private 
property^  bade  to  ”a  primitive  forest  and  in  sight  of  a pestilential 
morass.”  Here,  he  said  to  Proudhon,  ”is  land  exactly  lilce  what  the 
first  clearers  had  to  encounter.  Take  as  much  of  it  as  you  please.  . 

. . Cultivate  it  yourself.  All  that  you  can  make  is  yours.  I make  but 
one  condition,  that  you  will  not  have  recourse  to  tliat  society  of  which 
you  represent  yourself  as  the  victim.  . . A laborer,”  he  continues, 

now  obtains  with  fifteen  days»  work"  a quantity  of  good  which  he  ”would 
formerly  have  had  difficulty  in  producing  with  six  hundred  days ^ 
work.”  Hence  six  huiid.rGd  days^  work  is  the  "value  of  the  service" 
which  landlords  and  capitalists  render  to  the  laborer  in  the  form  of 
food.  The  positive  cost  or  "cost  of  production,"  is  fifteen  days ^ 
labor.  That  was  Ricardo ^s  and  Proudhon^s  idea  of  value.  But  the 
labor  saved,  or  "cost  of  reproduction"  is  585  days’  labor.  That  was 
the  value  to  the  laborer  of  the  services  rendored  by  landlords  and 
capitalists,  in  return  for  which  rent,  interest,  or  profit  was  an 
insignificant  po.yment. 

Similarly  v/hen  the  regulation  of  railv;ay  rates  was  in  its  in- 
fancy, the  legal  representation  of  the  railways  took  the  farmers  back 
seventy-five  years  and  argued  that  the  value  of  tiae  service  rendered 
by  the  railv/ays  was  what  it  would  cost  the  farmers,  if  there  were  no 
railroads,  for  the  transportation  of  wheat  over  dirt  roads  by  horse 
carriage.  This  was  estimated  at  least  at  50  cents  per  ton  mile 
whereas  the  railway  charge  was  only  some  3 cents  per  ton  mile.  The 
value  of  the  service  rendered  by  railways  to  farmers  was  therefore  50 

1 Harmonies,  tr.  201.  Similar  illustrations  iia.d  been  used  by  Carey 
to  disprove  Ricardo’s  theory  of  rent. 
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contG,  f.or  Vvliieh  the  railways  cha.rged  an  insignif ioant  3 cents,  and  tin 
fai’mers  got  a surplus  of  47  centSo  Hence  it  v^ould  ho  unjust  if  their 
raili'v'ay  rates  were  reduced. 

This,  too,  is  the  instinctive  a.rguincnt  of  “business  men  when  they 
expound  the  value  of  their  service  to  labor  by  furnishing  employment, 
or  advertise  the  value  of  their  service  to  consumers  by  substituting 
^’service^^  for  price-cut  ting. 

The  argument  is  good  but  is  liable  to  fallacy  which  may  be 
named  the  fallacy  of  inaccessible  options.  It  is  in  fact  a fallacy 
respecting  the  human  will.  The  will  is  limited  to  hero  and  now.  A 
laborer  does  not  choose-  between  the  cost  of  food  now  and  the  cost  a 
thousand  years  ago.  The  farmer  does  not  choose  between  shipping  by 
rail  now  and  shipping  by  dirt  road  fifty  years  ago.  He  chooses  be- 
tween the  railway  and  the  inaccessible  option  of  hauling  his  wheat 
to  Europe  by  horses  and  trucks.  This  is  ■'^no  choice.”  He  does  not 
choose  between  a.n  accecsiblo  and  an  inaccessible  alternative,  but 
betv-/een  the  two  least  onoroo.s  alternatives  accessible  at  the  time  and 
place.  It  is  his  misfortune  if  the  next  alternative  is  unreasonably 
onerous,  but  if  it  is  so,  then  it  nevertheless  is  the  actual  value  of 
service  under  the  circumstances,  even  though  it  is  sliocking  to  common 
sense. 

In  such  case  it  remains  only  to  construct  in  imagination  an 
"ethical  typus”  that  shall  bo  a "reasonable”  value  of  service,  and  this 
is  the  imaginary  "cost  of  reproduction”  by  an  alternative  but  non- 
existent railway.  It  soon  was  discovered  by  the  railway  contention, 
like  Bastiat^s  contention,  was  absurd.  Its  absurdity  rested  on  the 
cofnmon  sense  observation  that  we  do  not  choose  inaccessible  alternative 
It  is  the  absurdit.y  of  a free  will  instead  of  a free  choice.  The 
reasonableness  may  be  imaginary,  but  that  is  the  way  it  always  starts. 
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More  valid  is  Bastiat^s  other  iilustratioria  take  a walk  alorij 

the  sea-heaoh,  and  l find  hy  chanoe  a magnificent  diamond.  l am  thus 

put  in  possession  of  a great  value . Why?  Am  I about  to  confer  a 

great  benefit  on  the  human  race?  Have  I devoted  Eayself  to  a long  and 

laborious  work?  Heitte  r the  one  nor  the  other.  Why,  then,  does  this 

diamond  possess  so  much  value?  Undoubtedly  because  the  person  to  whom 

I transfer  it  considers  that  I have  rendered  him  a great  service  - all 

the  greater  that  many  rich  people  desire  it,  and  that  I alone  can 

render  it.  The  grounds  of  his  judgment  may  be  controverted  - be  it 

so.  It  may  be  founded  on  pride,  or  vanity  - granted  again.  But  this 

judgment  has,  nevertheless,  been  formed  by  a man  who  is  disposed  to 

1 

act  upon  it,  and  that  is  sufficient  for  my  argument.” 

Here  our  terminology  is  applicable.  The  value  of  the  diamond 
is  ”vaiue  of  product”  to  the  seller,  and  this  is  the  price  paid  to 
him  by  the  buyer.  The  ”cost  of  the  product”  to  the  seller  vms  the 
labor  of  finding  it.  The  difference  is  net  income  for  the  seller. 

But  the  ”cost  of  service”  to  the  seller  was  the  lower  price  v/hich  the 

next  rich  man  offered  to  pay  but  which  the  seller  rejected.  The  dif- 

ference is  surplus  for  the  seller.  On  the  oijher  hand,  the  ”vaiue  of 
the  service”  to  the  buyer  was  the  higher  price  he  v/ould  have  been  com- 
pelled to  pay  had  not  the  finder  of  the  diamond  ”saved”  him  from  that 
expense  by  selling  at  a low'er  price.  The  difference  betoeon  the  two 
is  surplus  for  the  buyer* 

Carrying  the  analysis  further,  in  order  to  illustrate  the  termi- 
nology, while  the  positive  cost  to  the  finder  was  the  insignif icant 
labor  of  finding  it,  there  was  a "disutility  value”  measured  by  the 
greater  labor  cost  of  digging  for  the  diamond.  This  was,  metaphor- 
ically, Bastiat^s  value  of  the  service  rendered  by  the  sea-beach  - 


1 Ibid.,  113 
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one  of  nature  ^^gratuitous  services”  - to  the  finder  "by  saving  him 
from  the  greater  iahor-cost  of  digging.  Or,  applicahie  to  Bohm- 
Bav^erlc,  the  huyer  of  the  diamond  douhtioss  obtained  greater  satis- 
faction from  the  diamond  than  from  an  OQ.uai  expenditure  for  food.  The 
”utiiity"  of  the  rejected  food  was  the  "utility-cost”  to  him  of  choos- 
ing to  enjoy  the  diamond  instead  of  the  aitorno.tive  food. 

The  fallacy  of  inaccessible  options  suggests  a related  fallacy 
regarding  the  value  of  service.  It  is  said  that  in  choosing  the  least 
onerous  alternative  the  individual  rejects,  not  only  the  next  v\/orse 
alternative  but  all  alternatives  inclusive,  from  the  next  v/orse  to  the 
"most  worse”  of  all.  Therefore  the  value  of  the  service  to  him  is 
the  sum  of  all  the  avoided  alternatives,  which  might  conceivably  rise 
to  infinity. 

This  fallacy  may  be  named  the  fallacy  of  supernatural  alternative 
Only  an  infinite  being  can  enjoy  all  possible  alternatives  at  the  same 
time  and  place:  but  then  ho  v^ould  not  choose  - he  would  take  them  all 
at  once,  rega^rdless  of  space  or  time.  But  a finite  being  is  limited 
to  but  one  of  the  infinite  possibilities  of  the  world  at  the  moment 
of  choosing.  He  may  bo  in  error  as  to  which  is  best  and  next  best,  or 
worse  and  woraer.  But  anyhov^  he  can  only  take  one  at  a time,  though 
the  size  of  that  one  may  be  big  if  he  is  rich,  or  small  if  he  is  poor. 
He  cannot  take  both  at  the  same  time  and  place.  Hence  he  is  forced 
into  the  predicament  of  choosing.  In  the  mental  process  that  pre- 
cedes the  act  of  choice,  and  m*ore  so  if  the  process  is  instinctive,' 
ho  has  alread^T-  rejected  all  of  the  remote  alternatives,  and  has 
narrowed  down  to  the  two  that  are  deemed  to  be  the  two  best  or  the 
two  "least  vi/orse.”  Here  the  final  predicament  is  resolved,  not  by 
thinking  but  by  acting.  And  the  measure  of  his  advantage  is  either  the 
next  best  income  which  he  foregoes,'  which  therefore  is  the  cost  to 
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him  of  heing  compelled  to  choose,  or  the  next  worse  outgo  which  he 
avoids,  which  is  the  value  to  him  of  the  opportunity  to  avoid  that 
next  worse  alternativeo  Finite  choice  is  choice  of  the  letter  of  two 
accessible  alternatives*  By  avoiding  or  foregoing  one  of  the  two 
he  has  left  all  of  the  others  to  the  world  at  large. 

An  opposite  fallacy  occurs  in  Bohm-Bawerk^ s criticism,  of  Senior ^s 
abstinence  theory,  above  noticed,  Bohm-Bav;erk  was  led  to  eliminate 
pain  and  sacrifice  from  economic  consideration  on  account  of  his  theory 
of  abundance  of  opportunities  under  modern  conditions.  Hence,  for 
him,  all  costs  were  utility  costs  - the  next  best  alternative  income 
foregone.  But  what  he  did  was,  not  actually  to  eliminate  positive 
pain  and  positive  cost,  but,  by  the  usual  device,  to  virtually  elimi- 
nate them  by  supposing  them  to  be  constant,  ^iist  as  Bastiat  virtually, 
but  not  actually,  eliminated  utility  and  opportunity  by  supposing  them 
to  be  constant.  This  oversight,  v/e  see  arose  from  failure  to  perceive 
that  net  income  is  the  outcome  of  two  variables,  gross  income  and 
gross  outgo.  By  assuming  outgo  as  constant,  then  the  variable,  with 

Bohm-Bawerk,  was  the  pleasures  of  utility  or  gross  income.  But  by 

assuming  income  as  constant,  the  variable  with  Bastiat  was  disutility 
or  gross  outgo. 

But  this  process  of  virtual  elimination  is  only  a logical  de- 
vice as  a substitute  for  the  laboratory  methods  of  actual  elimination. 
There  is  really,  in  every  transfer,  a variable  gross  income  for  one 
which  is  the  identical  gross  outg.o  for  the  other.  And  a transaction 
is  tvv'o  transfers.  If  one  of  these  is  virtually  eliminated  by  keeping 
it  constant  then  the  others  are  the  variables.  In  the  repetition  of 
transactions  of  selling,  it  is  the  gross  incomes  that  are  considered  to 
be  variable.  In  the  transactions  of  buying  it  is  the  variable  gross 

outgoes  that  are  considered.  9ut  it  is  the  conjunction  of  the  two 
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variatiies  in  two  transactions  that  yields  the  actual  dimensions  of 
net  income. 

Here  vje  recur  again  to  the  third  concept  of  choice  of  alter- 
natives^ previously  noted,  namely,  the  choice  between  two  net  in- 
comes* This  net  income  concept  of  opportunity  is  quite  different  from 
the  gross  income  concept*  Opportunity  cost  refers  to  the  single  choice 
of  a seller  between  ifwo  gross  incomes,  but  choice  betv/een  net  incomes 
is  the  tvw  choices  of  a person,  who  is  both  buyer  and  seller,  between 
tv^o  gross  outgoes  as  buyer  and  tvio  gross  incomes  as  seller*  For  this 
reason  we  have  assigned  to  this  choice  of  net  incomes  the  name  of 
occupation  cost  instead  of  "opportunity-cost . ” For,  consider  what  is 
the  situation  of  a person  who  both  obtains  gross  income  by  selling 
and  suffers  gross  outgo  by  buying*  He  is  evidently  a person  who 
occupies  a position  such  as  a ^ob,  or  even  an  entire  going  concern  in 
ail  its  relations  of  buying  materials  and  labor  and  selling  the 
finished  product.  This  position  in  the  social  mechanism  is  his  occupa- 
tion, and  "occupation-cost"  must  therefore  be  a choice  between  two 
occupations,  wherein  the  chooser  abandons  the  occupation  having  the 
lesser  net  income  and  chooses  the  occupation  having  the  larger  net 
income.  He  chooses  between  occupations,  not  between  buyers  of  his 
product  and  not  between  sellers  of  labor  and  raw  material.  He  changes 
his  occupation  - not  his  customers  or  clients. 

While  this  concept  is  proper  enough  for  an  economic  situation 
where  a person  leaves  one  job  and  takes  another  job,  or  where  a whole 
establishment  abandons  one  occupation,  say  bicycles,-  and  transfers  to 
another,  say  automobiles,  yet  it  conceals  what  happens  when  he  re- 
mains in  the  same  occupation.  What  happens  there  is  the  social  phe- 
nomena of  bargaining  and  the  social  relation  of  sellers  and  buyers, 
upon  which  are  founded  most  of  the  issues  that  come  up  for  decision. 
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Thus,  "occupation  cost"  conceals  the  gross  income  that  is  paid  as 
social  cost  for  services  rendered,  as  well  as  the  gross  outgo  of 
service  rendered  to  others*  It  makes  impossible;  therefore,  the 
analysis  of  utility  cost,  opportunity-cost,  or  legal  cost  of  service, 
and  the  analysis  of  disutility-value,  disopportunity  value,  or  value 
of  service  of  Bastiat  and  the  courts.  Only  in  case  gross  income  and 
net  income  happen  to  be  identical,  because  positive  costs  have  been 
eliminated  by  contract,  as  is  done  in  the  case  of  contract  interest  or 
contract  rent,  does  gross  income  coincide  with  net  income  and  there- 
fore,' in  that  case,  occupation  cost  happens  to  coincide  with  what  we 
define  as  opportunity  cost.  But  in  all  such  cases  as  jobs  and  going 
concerns,  where  the  two  variables  of  gross  income  and  gross  outgo 
determine  net  income,  the  separation  of  buying  from  selling  must  be 
made.  And  the  separation  is  actually  made. 

We  are  nov/  in  position  to  summarize  why  it  was  that  Bohm- 
Bawerk  and  Davenport  have  left  their  theory  of  opportunity  unfinished. 
Having  eliminated  positive  cost  (pain  or  money  outgo)  by  resorting  to 
distributive  cost  (utility-cost  or  opportunity-cost),  they  have  failed 
to  eliminate  positive  value  (pleasure  or  money  income)  and  thus  have 
not  resorted  to  distributive  value  (disutility  value  or  disopportunity 
value),  ^he  reason  is  the  failure  to  distinguish  value  as  net  in- 
come and  value  as  gross  income. 

Back  of  this  oversight  are  the  two  reasons,  already  su-ggested, 
why  the  concept  of  disopportunity  value  has  not  been  unearthed. 

One  is  the  optimistic  assuiiiption  that  we  live  in  a pleasure  economy  and 
hence  do  not  choose  betwen  pains.  Tiie  other  is  the  individualistic 
assumption  of  classical  theory  that  v;e  seek  the  largest  possible  net 
income  regardless  of  the  effect  on  other  people.  The  first  eliminates 
positive  costs  'by  assuming  that  they  are  equal  and  therefore  negli- 
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gible®  The  second  conceals  positive  costs  in  the  individualistic 
notion  of  net  income*  But  thej  are  not  concealed,  and  no  assumptions 
are  made,  if  we  start  with  the  analysis  of  actual  transactions. 

The  significance  of  this  distinction  "between  opportunity  and 
occupation  lies  in  the  fact  that  the  notion  of  opportunity,  as  here 
defined,  hy  "bringing  to  the  front  the  concealed  notions  of  gross 
income  and  gross  outgo,  brings  to  the  front  the  concealed  issue  of 
opposition  of  interests  and  the  resulting  need  of  courts  to  bring 
about  harmony  of  interests.  G-ross  incone  for  the  seller  is  gross 
outgo  for  the  buyer,  whereas  net  income  or  loss  is  merely  the  excess 
of  one  over  the  other.  The  same  is  true  when  the  equivalent  terms  are 
expressed  as  value  and  cost.  Positive  value  for  the  seller  is  the 
price  at  which  he  sells;  positive  cost  for  the  buyer  is  the  same  mag- 
nitude which  he  pays;  net  money  value  is  the  difference.  An  increase 
in  gross  income  is  a gain  for  the  seller  and  an  equal  loss  for  the 
buyer.  But  an  increase  in  net  income  conceals  this  opposition  of 
interests.  For  buying  and  selling  are  not  physical  facts  of  pro- 
duction and  consumption,  nor  the  physical  facts  of  delivery  or  exchange 
of  commodities.  They  are  the  legal  facts  of  transferring  legal  con- 
trol over  a share  of  the  social  output  of  commodities  and  services. 

As  such,  they  involve  negotiation,  choices  between  offers  and  bids 
made  by  others,  partial  or  complete  control  of  supply  and  demand,  in- 
ducements, persuasion,  coercion,  duress  - in  short,  bargaining. 

The  familiar  terms,  employed  in  economic  theory,  from  the  time  of 
Quesnay,  of  "circulation"  of  goods,  ”flov/"  of  income,  ^exchange,"  and 
so  on,  derived,  as  they  are,  from  analogy  to  physics  and  engineering, 
conceal  this  economic  act  of  bargaining  and  this  opposition  of 
interests.  This  concealment  is  not  noticed,  partly  because  the  trans- 
fer of  titles  is  not  distinguished  from  the  transfer  of  things,  part- 
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iy  because,  by  starting  with  the  individualistic  notion  of  net  in- 
come, the  bargains  by  wl^ich  net  income  is  determined  are  not  brought 
into  the  probleaio 

But,  by  starting  with  tne  notion  of  gross  income  and  gross  out- 
go, epitomised  in  every  transaction,  the  bargaining  relations  and  the 
opposition  of  interests  are  brought  to  the  front  and  can  be  measured, 
V/hiie  the  notion  of  choice  between  net  incomes,  measured  by  "occupa- 
tion cost,"  conceals  the  bargaining  activities  that  may  or  may  not 
harmonize  the  opposing  interests,  the  notions  of  choice  between  gross 
incomes  or  gross  outgoes,  measured  by  "opportunity-coast,"  or  "cost  of 
service,"  and  "disopportunity  value,”  or  "value  of  service"  are  the 
measure  of  the  gains  and  losses  derived  by  one  person  from  another 
person  in  the  bargaining  transactions  themselveso 

V,  Limits  of  Coercion 

But  here  a second  dimension  of  the  bargaining  transaction  emer- 
ges, In  Formula  A it  is  evident  that  seller  S cannot  force  buyer  B 
to  pay  more  than  $120,  since  above  that  margin  his  competitor 
would  take  his  place  as  the  seller.  Neither  can  buyer  B force  seller 
S to  accept  less  than  $90,  since  belo\'’J  that  margin  his  competitor  B^ 
would  purchase  from  S.  These  limits,  $120  and  $90,  may  be  named,  for 
this  assumed  transaction,  the  Limits  of  Coercion.  They  are  the  limits 
where  S and  B have  free  opportunity. 

We  have  placed  these  limits  far  apart,  which  may  seem  absurd, 
but  they  were  exactly  the  situation  of  scarcity  faced  in  the  Middle 
Ages  when  the  markets  overt,  the  gilds  and  the  sovereigns  adopted  their 
rules  regulating  trade,  and  they  continue  to  be  typical  of  many  situ- 
ations of  less  capable  bargainers  vath  v^hich  modern  rule-making  attempt 
to  deal.  For,  within  these  limits  of  coercion,  determined  by  accessibl 
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alternatives,  where  shall  the  price  be  determined?  If  S is  the 
stronger  bargainer,  having  control  of  a commodity  limited  in  supply, 
but  having,  however,  such  abundance  of  resources  that  he  can  afford 
to  hold  out  longer  than  the  buyer  B,  then  he  can  force  the  price  up 
to  the  limit  of  free  opportunity  offered  to  B by  the  next  strongest 
competitor,  S^.  If,  inversely,  the  buyer  B is  the  stronger  bargainer, 
having  less  need  of  buying  than  S has  of  selling,  then  he  can  force 
the  price  down  to  the  margin  whore  S has  the  free  alternative  of  sell- 
ing to  B^  at  $90*  Somewhere  between  these  limits  of  coercion,  flBO 
and  $90,  will  bo  found  the  actual  price  agreed  upon  between  seller 
S and  buyer  Bo 

Here  is  the  problem  of  reasonable  price,  and  here,  therefore, 
arises  the  social  psychology  of  persuasion  and  coercion,  which  may 
possibly  be  described  as  a special  case  of  the  hedonic  doctrine  of 
pain  and  pleasure,  yet  so  highly  different  that  the  hedonic  concepts 
are  meaningless.  Yet  it  is  a Icind  of  psychology  v/hich  must  be  ifica- 
sured  in  dollars.  The  line  must  be  drawn  between  persuasion  and 
coercion,  and  the  effort  of  the  courts  to  draw  that  line  in  dollars 
and  cents  is  again  the  problem  of  Reasonable  Value.  Starting  with 
the  criterion  of  reasonablenoww  as  a value  agreed  upon  betv\/een  a wil- 
ling buyer  and  a willing  seller,  the  point  must  be  ascertained  vs/hero 
each  may  bo  said  to  persuade  the  other,  since,  of  course,  at  that 
point  neither  coerces  the  other.  What  is  ideally  being  decided,  in 
such  case,  by  the  court  which  takes  the  social  point  of  view,  is 
whether  one  individual  is  obtaining  a larger  share,  and  the  other  is 
obtaining  a smaller  share,  of  the  whole  social  product  than  is  justi- 
fied by  the  reasonable  cost  of  service  and  the  reasonable  value  of 
service  of  each.  If  one  is  obtaining  a larger  share  than  thus 
justified,  then  he  is  coercing  the  other  and  the  other  is  coerced. 
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The  outgo  of  one  is  of  course  ec^ual  to  the  income  of  the  other.  That 
is  the  commonplace  of  classical  economics.  But  the  real  question  is 
whether  one  is  giving  up  a larger  share,  and  the  other  receiving  a 
larger  share  of  the  social  output  than  is  ^^reas  onahleo " If  each  is 
obtaining  a share  justified  by  his  reasonable  cost  of  service  and  the 
reasonable  value  of  his  service,  then  the  price  is  persuasive  and  the 
value  is  reasonable. 

It  must  be  conceded  that  the  ascertainment  and  measurement  of 
this  point  between  persuasion  and  coercion  is  difficult  and  compli- 
cated, and  is  partly  subject  to  feelings  and  emotions,  but  mainly  to 
the  historical  development  of  bargaining  povi/er.  On  this  account  it  is 
important,  because,  iDy  deciding  one  v/ay  or  another,  billions  of 
dollars^  worth  of  the  social  output  are  transferred  by  judicial  opin- 
ion from  one  individual  or  class  of  individuals  to  another  individual 
or  class.  Indeed,  upon  a single  decision  on  this  problem,  of  Reasonable 
Value  will  be  decided  v;hether  ten  billion  dollars  shall  go  to  rail- 
way companies  in  high  freight  and  passenger  rates,  or  to  millions  of 
people  in  lower  freight  and  passenger  rates. 

VI.  Free  and  Fair  Competition 

The  third  dimension  of  a bargaining  transaction  has  already  been 
anticipated,  because  the  three  are  so  functionally  interdependent  that 
one  cannot  be  described  without  describing  the  other  two.  This  third 
dimension  is  the  issue  of  fair  competition  versus  free  competition. 

If  in  Formula  A,  S^,  who  wants  |120,  complains  that  his  competitor  S 
is  cutting  prices  unfairly;  or  if  B^,  who  can  afford  to  pay  only  $90, 
complains  that  his  competitor  B is  pulling  away  his  laborers  or  materi- 
al men  by  offering  them  $100;  or  if  in  Formula  B similar  complaints 
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are  made  by  against  or  by  against  B,  then  the  issue  raised 
is  whether  the  oompetitor  is  obtaining  his  competitive  advantage  by 
fair  competition  or  unfair  competition. 

Bo  place  was  left  for  this  issue  in  the  mechanistic  theories 
of  free  competition  of  the  classical  economists.  Adam  Smith  assumed 
that  free  competition  was  natural,  normal,  and,  in  conformity  to 
his  philosophy  of  divine  providence,  whatever  was  natural  v/as  ration- 
al. But  v\rhether  it  was  reasonable  or  not  could  not  be  answered  under 
a mechanistic  theory  of  free  competition.  The  first  clear  issue  on 
the  question  of  fair  competition,  as  far  as  we  can  find,  arose  in 
the  year  16S0,  where  the  question  was  v/hether  a man  who  had  sold  what 
would  now  be  called  the  ”go odvvill”  of  his  business,  by  agreeing  not 
to  set  up  in  competition,  could  lawfully  be  compelled  to  pay  damages 
when  he  violated  his  agreement  not  to  compete.  The  highest  court, 
contrary  to  its  historic  insistence  on  free  competition,  now  awarded 
damages,  and  there  was  then  begun  the  evolution  of  that  intangible 

property  of  good  will,  trade  marks,  trade  names,  and  so  on,  which  has 

1 

become  increasingly  one  of  the  largest  assets  of  business. 

That  decision,  it  will  be  seen,  sets  a limit  to  the  other  two 

dimensions  of  opportunity  and  price.  The  plaintiff  corresponds  some- 

Vi/hat  to  in  our  Formula  A.  The  defendant  is  S.  has  bought  from 

S the  goodwill  of  his  business,  thereby  supposedly  removing  him  from 

the  field  of  competition.  But  S violates  his  contract,  enters  the 

1 

field,  and  offers  inducements  to  buyers  B and  B tending  to  pull  them 
away  from  S^.  The  decision  in  1620  removed  S from  competition  with 

Evidently  therefore,  the  opportunities  of  B and  B^  are  materially 
changed,  and  the  price  will  presumably  be  higher  with  S out  of  the 
field. 


1 Commons,  Lega.1  Foundations,  263. 
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Yfe  need  not  further  illustrate  these  interdependent  relations 
of  opportunity,  competition  and  price*  They  recur  with  great  variety 
and  complexity,  since  every  one  of  the  factors  are  highly  variable 
in  the  billions  of  transactions  to  which,  hov\/ever,  the  skeletonized 
formula  affords  the  clue.  We  proceed  to  fill  the  formula  with  life, 
first  by  the  hypothetical  history  of  the  classical  economists,  then 
by  the  real  history  of  the  records* 

VII.  The  Psychology  of  Bargaining 

To  begin  with  Bohm-Bav;erk ^ s hypothetical  history,  suppose  Rob- 
inson Crusoe  is  on  an  island  by  himself*  This  is  the  proper  enough 
method  of  virtual  elimination  of  society*  Crusoe  has  to  work  in  order 
to  eat.  Bating  is  utility,  and  the  choice  of  rabbits  instead  of 

fish  is  the  choice  of  a higher  utility,  rabbits,  at  the  expense  of 

1 

foregoing  the  lesser  utility,  fish*  The  loss  of  the  fish  is  the 
utility  cost  of  choosing  the  rabbits,'  and  the  difference  is  soj?plus 
utility* 

Convert  this  to  Bastiat*  Crusoe  must  have  the  rabbits  because 
there  are  no  fish*  He  can  get  the  rabbits  by  trapping  them*  or  chasing 
them*  He  chooses  trapping  as  the  easier  way*  He  ^^saves”  the  labor  of 
chasing.  The  magnitude  of  this  avoided  labor  is  the  disutility  value 
to  him  of  the  easier  labor  of  trapping  them,  and  the  difference  between 
trapping  and  ciiasing  is  pure  surplus  labor  '^saved.’’ 

But  suppose  there  are  tv;o  persons  on  the  island  - Crusoe  and 
Friday*  Neither  has  any  alternative  opportunity  but  m.ust  deal  with 
the  other  or  else  get  along  with  his  own  isolated  labor.  There  is  no 
government  to  enforce  rights  or  protect  liberties.  Each  relies  on 
his  ovm  p07;or,  and  the  things  'which  each  holds  are  an^^thing  needed 

1 Bohm-Bawerk,  Capital  and  Interest,  281.  Positive  Theory  of 
Capital,  Book  III  on  Value. 
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ty  the  other* 

T^vvo  hinds  of  coercion  are  conceivahie,  which  we  distinguish 
as  Deprivation  and  Privation.  One  and  "both  po.rtics  resort  to  vio- 
lence. The  stronger  rohs  the  weaker.  Deprivation.  Afterwards, 
v>?ithout  vioiance,  the  stronger  continues  to  rob  the  weaker  by  threats 
of  violence.  Direct  coercion  is  not  only  violence  - it  is  also 
the  threat  of  violence.  Violence  is  the  alterna-tivo , the  inducement. 
The  coerced  individual  is  offered  two  alternatives  and  chooses  the 
less  onerous..  VYe  may  say  that  he  has  ”no  choice."  But  he  has.  He 
chooses  the  lesser  pain  of  work.  The  greater  pain  of  violence  avoided 
is  the  value  to  him  of  the  service  which  Crusoe  renders  by  offering 
to  him  the  lesser  pain  of  slavery.  Friday  gains  a surplus  and  is  bet- 
ter off. 

But  suppose  each  of  the  parties  is  physically  the  eqna.1  of  the 
other.  Two  Robinsons.  Violence  and  threats  of  violence  are  nulli- 
fied by  equalization.  Each  v\^ants  or  needs  what  the  other  produces  and 
holds.  Each  has  the  equal  degree  of  physical  pov;er  to  withhold  from 
the  other.  Each  now  submits  to  the  other  a different  set  of  alterna- 
tives, The  alternatives  now  are  not  deprivation  by  violence  but  are 
the  privation  of  going  without  \7hat  he  needs  which  the  other  physically 
withholds. 

But  the  power  of  privation,  like  the  power  of  deprivation,  may 
be  unequal.  It  depends  on  the  relative  v/ants  and  resources  of  the 
opposite  parties.  But,  since  resources  are  but  the  means  of  satis- 
fying the  corresponding  wants,  and  since  the  satisfying  of  wants  ex- 
hausts resources  in  course  of  time,  the  power  of  each  to  determine 
the  ratios  of  exchange  depends  upon  their  relative  power  to  wait  for 
the  other  to  give  in.  The  one  with  larger  resources  or  less  wants 
can  wait  longer  than  the  other.  Ho  has  the  larger  power  of  privation 
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over  the  other,  and  can  impose  a higher  positive  value  on  his  own 
service  in  terms  of  exchange  for  a larger  quantity  of  the  services  of 
the  otheTo  Thus,  if  the  physical  power  of  withholding  is  equal  and 
if  there  are  no  alternative  opportunities,  then  value  in  exchange 
is  determined  by  the  economic  power  of  waiting*  But  in  either  case 
the  value  of  the  service  v/hich  each  renders  to  the  other,  when  the 
exchange  is  finally  made,  is  the  greater  privation  he  would  suffer  than 
the  privation  he  actually  suffers  by  giving  up  to  the  other  what  he 
does  give  up*  This  difference  is  the  value  of  the  service  which  one 
renders  to  the  other*  It  is  Ricardo ^s  comparative  cost  and  Bastiat^s 
value  of  service* 

But  suppose,  finally,  that  resources  relative  to  wants  are 
equal;  that  each  has  equal  waiting  power;  that  thus  the  economic  power 
of  privation  has  been  nullified  by  equalization  just  as  the  physical 
power  of  deprivation  had  been  nullified  by  equalization.  Each  then 
must  resort  to  that  moral  power  which  we  name  ^persuasion. " Each  must 
offer  to  the  other  a service  which  the  other  is  free  to  reject,  and 
so  each  must  win  the  other  over  by  appealing  to  his  freedom  of  choice; 
must  depend  on  ”good  will;”  must  depend  on  persuasion;  and  they  h8.ve 
attained  the  "ideal  typus”  of  jurisprudence,  the  "meeting  of  minds” 
of  ”a  willing  buyer  and  willing  seller*” 

But  suppose  their  powers  of  persuasion  are  unequal.  One  is  a 
better  salesman  tlian  the  other.  There  still  remain  the  further  in- 
equalities of  fraud,  misrepresentation,  ignorance,  stupidity.  These 
also  can  conceivably  be  eliminated  by  equalization,  as  is  supposed  to 
occur  when  G-reek  meets  Greek,  or  Jew  meets  Scotch* 

We  have  thus  analyzed,  by  elimination,  four  stages  of  psy- 
chology* First  is  the  stage  of  man^s  relation  to  the  forces  of  nature 
where  the  terms  utility  cost  and  disutility  value  seem  technically 
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appropriate.  Second,  the  stage  of  man^s  relation  to  man  where  the 
terms  opportunity  and  dis opportunity  seem  appropriate.  But  this  takes 
on  three  evolving  stages:  - physical  force,  economic  pow'cr  and  moral 
power.  The  first  we  m8.y  name  duress,  the  second  coercion,  the  third 
personality.  Duress  is  the  direct  coercion  of  physical  fo»cc. 

Coercion  is  the  indirect  coercion  of  economic  power  to  withhold. 
Personality  is  the  moral  pow'er  of  inducement. 

Each  of  these  are  supposed  successively  to  he  eliminated  hy 
supposed  equalizations,  for  they  do  not  reveal  themselves  as  force,' 
power  or  coercion  when  they  are  supposed  to  reach  equilibrium  hy  the 
supposition  of  equalization. 

But  we  have  already  left  our  island  and  must  begin  aga.in. 

Suppose  population  surrounds  Crusoe  and  Friday  and  that  a goverrmient 
rules  them.  Physical  duress  now  is  equalized,  not  hy  supposition  hut 
hy  government.  Friday  may  he  the  sl&ve  of  C2raaoe,  not  because  Crusoe 
is  physically,  economically,  or  morally  superior,  hut  because  the 
state  compels  Friday  to  obey,  and  both  relieves  Crusoe  of  dependence 
on  his  own  doubtful  superior  power  and  excludes  third  parties  from 
offering  to  Friday  alternative  opportunities.  Whether  Crusoe  per- 
suades, coerces  or  whips  Friday  is  a matter  of  indifference,  for 
Friday  is  a thing,  not  a citizen,  and  the  only  relation  between  them 
is  in  the  managerial  transaction  of  command  and  obedience,  not  in  the 
bargaining  transactions  of  buying  and  selling. 

But  suppose  the  state  grants  to  Friday  personal  and  property 
rights  - passes  the  Thirteenth  and  Fourteenth  Amendments;  converts  him 
into  a citizen.  What  it  grants,  from  the  economic  standpoint,  is 
equal  physical  power  to  witiihold  services  and  products.  Physical  fore 
is  presumably  eliminated  hy  equality  of  citizenship  and  a Judiciary. 
Private  violence  the  private  threats  of  violence  are  prohibited,  and 
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only  sovereignty  threatens  and  exercises  physical  duress.  Each  must 
nov/  resort  to-  the  economic  coercion  of  waiting  until  the  other  gives 
in. 

But  the  state  can  not  enforce  equality  of  economic  coerciono 
The  best  it  can  do  is  to  set  upper  and  lower  limits^  In  order  to 
enforce  economic  equality,  it  would  he  necessary  to  enforce  equality 
of  wants,  equality  of  pains  and  even  equality  of  opinions  regarding 
the  value  of  thingSe  Conceivably  the  state  might  grant  equal  division 
of  resources  through  a communistic  rationing  instead  of  private  bar- 
gaining, as  the  soviets  attempted.  But  though  resources  might  be  made 
mathematically  equal,  measured  by  a supposed  money  of  account,  yet 
they  would  not  be  psychologically  equal,  for  the  differences  in  wants 
and  aversions  of  individuals  would  immediately  ascribe  differences 
in  the  values  of  things,  although  they  v/ere  supposed  to  be  equal  in 
quantity  and  quality. 

Neither  can  the  state,  if  it  authorizes  private  bargaining, 
equalize  persuasion.  Persuasion  is  that  psychological  power  of  one 
over  another  by  v/hich  each  induces  the  other  to  render  a service  at 
a favorable  ratio  of  exchange.  Just  as  vvants  and  aversions  are  differ- 
ent in  their  degree  of  power  to  induce  action,  so  also  is  persuasive- 
ness different  in  its  degree  of  power  to  induce  action.  Indeed,'  it  is 
these  differences  in  desires,  aversions  and  bargaining  salesmanship 
that  constitute  personality.  In  lieu  of  equalizing  them,  and  indeed 
in  the  interest  of  avoiding  their  equalization  in  order  to  enlarge 
the  scope  of  personality,  the  state  sets  upper  and  lov^er  limits  of 
coercion  or  fraud,  beyond,  v/hich  economic  power  is  not  permitted  to  be 
substituted  for  personality. • If  the  state  does  not  set  these  limits 
between  the  persuasions  of  personality  and  the  coercion  of  economic 
power,  then  private  associations  attempt  to  do  so  under  such  names  as 
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business  ethics,  trade  union  ethics,  professional  ethics,  commercial 
or  labor  arbitration,  and  so  on.  If  the  courts  adopt  and  enforce 
these  rules  then  custom  becomes  common  law. 

Wo  therefore  now  pass  to  the  psychology  of  ^’^idges  and  arbitrat- 
ors relative  to  bargaining  transactions.  This  necessarily  takes  a 
historical  character,  instead  of  the  preceding  suppositious  character. 
Decisions  of  disputes  arising  from  opposition  of  interests  must  prompt- 
ly be  made  in  order  not  so  much  to  obtain  j.istice  as  to  avoid  anarchy 
and  voilence  and  thus  to  keep  transactions  agoing.  Justice  is  an 
afterthought,  historically  and  logically.  Hence  the  psychology  of 
fudges  follows  dominant  custom  and  current  practicality,  as  Bentham 
protested  against  Blackstone,  rather  than  happiness  and  justice. 

Historically  the  Seventeenth  Century  was  a struggle  in  England, 
victorious  in  1689,  to  separate  judges  from  the  dominance  of  the 
king  in  order  that  they  might  bo  free  to  base  their  opinions  on  the 
public  standpoint,  knov/n  then  as  commonwealth,  a.gainst  what  was  then 
deemed  to  be  the  private  standpoint  of  king  and  courtiers.  Since  that 
time,  in  England  and  America,  the  courts  represent  the  same  social 
standpoint  of  the  economists^  theories  which  we  iiave  examined.  It 
is  the  standpoint  which,  economically  since  Ricardo,  raises  the 
question  v^'hether  the  shares  of  the  social  output  going  to  individuals 
or  classes  as  the  social  cost  of  inducing  individuals  to  contribute, 
are  proportionate  to  those  contributions  which  those  individuals  or 
classes  make  towards  the  total  output;  in  other  words,  w'hether  private 
wealth  is  proportionate  to  the  private  contributions  to  the  common- 
v^ealth. 

Since,  however,  this  distribution  of  social  wealth  comes  up 
for  judicial  decisions  mainly  out  of  the  conflicts  of  interest  inherent 
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in  uiie  transactions  of  individuais,  and  since,  under  the  presuppositio: 
of  individual  property,  freedom  and  personality,  the  court  necessarily 
disregards  the  net  incomes  obtained  by  individuals,  they  necessarily 
adopt,  for  the  most  part  when  this  issue  arises,  the  comparative  metho 
of  ascertaining  whether  the  gross  incomes  obtained,  or  gross  outgoes 
imposed,  in  the  disputed  transaction  bear  a similarity  to  what  is 
customary  in  analogous  transactions,  Thus  arises  the  principle  of 
comparative  costs  and  comparative  values,  which  lose  their  parados:- 
ical  aspect  when  once  the  social,  distinguished  from  the  private, 
method  of  measurement  is  comprehended.  This  also  is  the  method  of 
reasoning,  not  by  v/ay  of  the  psychological  economists^  ideas  of  happi- 
ness and  pain  of  individuals,  nor  by  way  of  the  anarchists^  ideas  of 
ethics  and  justice,  nor  by  the  business  m.an^s  net  incom.o,  but  by  the 
social  method  of  ascertaining  objectively  what  is  customary,  dominant, 
and  therefore  reasonable. 

If  the  courts  feel  called  upon,  as  is  their  situation  more  or 
less  in  England  and  America,  to  give  reasons  for  their  opinion^ 
then  their  psychology  mounts  to  the  intelleotual  level  of  rational- 
izing, of  justifying  and  of  socializing  what  they  instinctively  and 
intuitively  feel  to  be  the  principles  of  public  welfare  applicable 
to  the  case  in  hand.  The  lower  courts  are  thus  relieved  of  the  neces- 
sity of  thinking  upon  the  social  problems  involved,-  for  they  are  merely 
called  upon  to  follov^/  precedent  and  authority  where  clearly  expressed, 
or  to  make  suggestions  to  the  highest  court  when  doubts  arise. 

In  America  this  has  gone  further,  and  all  acts  of  legislatures  and  the 
Congress  are  tentative  suggestions  to  the  Supreme  Courts  as  to  v/hat 
the  latter  might  perhaps  be  led  to  believe  arc  in  the  public  interest. 
This  is  so  because,  even  if  the  court  is  called  upon  to  decide  only 
whether  the  legislative  act  conflicts  with  the  superior  constitution. 
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yet  the  written  constitution  is  highly  elastic  and  may  readily,  and 
often  has  been  changed  hy  changing  the  meanings  of  words. 

Out  of  this  genetic  and  institutional  psychology  of  the  courts 
have  arisen,  after  many  trials  and  errors  and  finally  formulated  hy 
superior  legal  minds,  certain  generalizations,  principles,  or  maxims, 
"believed  to  reconcile  and  harmonize  the  centuries  of  preceding  in- 
tuitive decisions  rendered  to  settle  the  disputes  promptly  as  they 
arose.  Among  these  the  most  general  of  all,  believed  to  reconcile 
public  and  private  interests  in  the  largest  variety  of  disputes  arisirg 
under  the  s^rstem  of  buying  and  selling,  is  that  principle  which  de- 
scribes a free  bargain  as  the  meeting  of  minds  of  a willing  buyer  and 
a willing  seller.  These  terms  of  vallingness  are  again  defined  by 
comparisons  with  what  is  customary  and  dominant,  but  in  general,  they 

mean  the  virtual  elimination  of  what  are  currently  believed  to  be 

1 

duress,  coercion  and  unethical  persuasion. 

Applying  this  mode  of  reasoning  to  our  formula  of  a transaction, 
if  the  seller  S (Formula  A)  sells  to  buyer  B at  §10©  and  the  similar 
commodity  to  at  |90,  we  reach  the  inference  of  unegual  opportunity, 
unequal  freedom,  or  discrimination,  w'hich  may  oi*  may  not  have  social 
significance,  depending  on  whether  it  is  customa*ry  or  not.  If  deemed 
to  be  customary  them,  to  it  is  given  the  economic  meaning  of  equal 
opportunity. 

Likewise  if  S sells  at  $100  while  his  compqtitor  is  endeavor- 
ing to  sell  at  $120,  yvg  may  reach  the  inference  of  unfair  competition, 
whose  social  significance  again  depends  on  v\/hat  is  deemed  to  be  cus- 
tomary, If  deemed  to  be  oustomar5^  it  acquires  the  economic  nam.e  of 
fair  competition, 

1 Cp.  Galusha  vs,  Sherman,  105  Wis.  263  (1900);  Commons,  Legal 
Foundations  57, 
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In  these  two  illustrations  we  reach  the  two  terms,  eq.uai  and  un- 
equal opportunity,  equal  opportunity  being  reasonable  value  of  service 
or  reasonable  cost  of  service,  while  unequal  opportunity  is  unreason- 
able cost  or  value  of  service* 

Or  finally,  if  S takes  advantage  of  B by  forcing  him  to  pay 
$120  Decause  that  is  his  best  alternative  opportunity,  or  if  B takes 
advantage  of  S by  forcing  him  to  accept  $90  because  that  is  his  best 
alternative,  we  may  infer  that  there  is  evidence  here  of  coercion, 
depending  however  again  for  its  social  significance  on  comparison 
v\/ith  what  are  deemed  to  be  the  cominant  and  customary  transactions. 

In  this  case  v\^e  reach  the  psycho-economic  terms  equal  or  unequal 
coercion  by  way  of  withholding  services;  equal  coercion  being  reason- 
able value  and  unequal  coercion  being  unreasonable  value. 

It  will  again  be  seen  that,  in  our  formula  of  a bargaining  trans- 
action, there  are  three  variable  dimensions,  and  we  have  to  observe 
that  these  include  all  of  the  economic  issues  that  come  before  the 
courts  for  decision  on  the  question  of  reasonableness.  These  are  the 
issues  of  discrimination,  or  equal  and  unequal  opportunity;  of  free 
competition  and  fair  competition;  of  equality  or  inequality  of  bar- 
gaining power. 

It  will  also  again  be  seen  that  in  any  transaction  it  is  possible 
for  any  one  of  the  four  participants  to  bring  forward  one  or  all  of 
the  three  issues.  Our  seller  S,  in  Formula  A,,  may  bring  suit  against 
B on  the  ground  of  discrimination  or  of  extortion,  and  against  on 
the  ground  of  unfair  competition,  depending  upon  the  point  at  which 
either  of  the  three  variable  dimensions  of  the  transaction  seems  most 
patently  to  impinge.  The  same  is  true  of  the  other  participants. 

It  will  also  be  seen  that  if  a decision  is  rendered  on  any  one 
of  the  three  issues,  it  will  change  the  economic  magnitudes  of  the  other 
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tvvo.  . A decision  on  fair  competition  will  modify  both  discrimination 
and  price,  and  so  on  v;ith  decisions  on  the  other  issues.  This  func- 
tional relation  betvveen  the  four  parties  to  a typical  tra.nsaction  as 
well  as  between  the  three  dimensions  of  value  will  appear  when  we 
pass  from  hypothetical  history  to  real  history. 

VIII.  Scarcity,  Abundance,  Stabilization 

The  foregoing  was  hypothetica.!  history*  In  order  to  get  a.  proper 
perspective  for  that  ^historical  sense”  which  enables  us  to  judge  the 
great  economists  in  the  light  of  their  time,  place  and  audience,  v/e 
need  to  establish  an  evolutionary  background  upon  which  their  theories 
and  proposals  may  be  projected.  The  philosopher  Hegel  constructed 
a picture  of  the  unfoldirig  spirit  operating  through  the  ages  on  the 
analogy  of  man^s  reasoning  in  discussion  and  debate,  tiirough  the  dia- 
lectics of  thesis,  antithesis  and  s^mthesis,  repeated  over  and  over  on 
ascending  levels  to  the  infinite.  Karl  Marx  reversed  this  \vith  an 
unfolding  materialism  proceeding  along  the  increasing  control  over 
nature  through  the  invention  of  tools  and  machinery,  such  that  the 
evolution  of  the  ^modes  of  production”  through  hunting,  fishing,  pas- 
turage, agriculture,  commerce  and  manufacture,  determined  the  other 

activities  of  religion,  goverrimcnt,  family  and  property  in  an  as- 

1 

cending  cycle  from  primitive  communism  to  high  capitalism,  then 
back  to  communism. 

The  method  of  reasoning  employed  in  those  spiritistic  and  mate- 
rialistic interpretations  of  history  are  the  magical  and  mechotnical 
methods  which  seek  causation  in  an  analogy  either  to  the  human  will 
or  to  the  physical  cycles  of  the  universe,  and  they  interpret  history 

1 Cf.  Sombart,  V/erner,  Her  Moderne  Kapitalismus  (1927),  Review  of 
the  book  by  Commons  and"  PerTman,  Amer.  Scon.  Hev. , Mar.  1929. 
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by  a rational  compelling  force  through  vvhich  events  logically  happen. 
Yet  it  is  impossible  to  point  out  in  any  particular  case  just  hov;  this 
force  compels.  Yie  cannot  see,  hear,  feel  or  measure  it,  and  it  is 
based  only  upon  analogy  to  the  sensuous  movements  of  the  materials 
of  the  external  world  which  our  minds  perceiveo  If,  howe.ver,  we 
adopt  the  historical  and  functional  method  of  reasoning  v/hich  fore- 
goes reference  to  first  causes  and  compelling  forces,  we  shall  seek 
merely  a principle  of  historical  interdependent  of^the  several  di- 
mensions of  human  transactions  animated  by  human  willingness.  This 
principle  must  be  one  of  the  unfolding  actions,  reactions  and  trans- 
actions of  individuals,  of  going  concerns  and  of  nature ^s  materM-S, 
rather  than  a single  principle,  either  of  idealism  or  materialism. 

Such  a unifying  principle  of  human  transactions  in  its  historical 
evolution  may  be  found  by  distinguishing  a period  of  Scarcity  preced- 
ing the  ^^industrial  revolution”  of  the  latter  part  of  the  eighteenth 
century;  a period  of  Abundance  v/ith  its  alternations  of  oversupply  and 
under-supply  for  a hundred  and  fifty  years,  accompanying  the  endless 
industrial  revolution;  and  a period  of  Stabilization,  beginning  with 
the  concerted  movements  of  capitalists  and  laborers,  the  equaliza- 
tion of  competitive  conditions,  the  ”live-and-let-live”  policies,  of 
the  latter  part  of  the  nineteenth  centumy  in  America,  and  now  in- 
creasingly prominent. 

If  we  follow  the  materialistic  interpretation,  then  all  the 
phenomena  of  economics  become  merely  physical  production,  physical 
exchange  and  physical  consumption  of  goods,  according  to  Uewton^s 
laws  of  motion,  and  a merely  technological  principle  of  increasisig 
efficiency  becomes  the  controlling  force  in  hu'nan  progress.  But  this 
unfolding  efficiency  is  not  only  cause,  it  is  also  consequence  of  the 
other  dimensions  revealed  in  human  transactions.  There  is  very  much 
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that  can  he  said  in  favor  of  the  emphasis  placed  hy  Karl  Marx  and  the 
other  physical  economists  and  hy  business  men  on  the  increasing  rate 
of  production  of  v/ealth  as  the  only  factor  v/ith  which  economic  theory 
need  be  concerned*  All  else  follow  inevitably,  they  seem  to  say,  if 
we  attend  solely  to  efficiency*  Scarcity  is , indeed,  inseparable  from 
efficiency,  for  Scarcity  is  not  the  mere  ratio  of  natural  resources 
to  population,  but  is  the  ratio  of  output  to  population,  measured 
in  terms  of  the  increasing  efficiency  of  man  throughout  the  ages* 

But  efficiency  or  inefficiency  itself  is  also  a consequence  of  scar- 
city or  abundance,  and  each  are  both  consequences  and  causes  of  the 
accompanying  circumstances  of  custom,  government  transactions  and  ex- 
pectations* 

The  meeting  point  of  all  these  dimensions  of  v/illingness,  for 
the  purposes  at  least  of  economic  science,'  are  the  legal  control  and 
legal  transfer  of  use-values  accompanying  their  physical  control  and 
physical  transfer.  Legal  control  is  the  rights,  duties,  liberties 
and  exposures  assigned  to  individuals  by  the  community  under  exist- 
ing circumstances  of  efficiency,  scarcity,  custom,  the  physical  sanc- 
tions of  sovereignty  and  the  ideals  of  the  futui^e.  In  a period  of 
scarcity,  vvhether  due  to  ineff iciency,  or  to  violence,  war,  cust- 
tom  or  superstition,  the  legal  control  and  legal  transfer  are  quite 
different  from  that  in  a period  of  abundance  or  a period  of  stabil- 
ization. In  a period  of  extremx  scarcity  the  cormunity  usually  re- 
sorts to  rationing  both  the  input  and  the  output  of  man-power, 
and  there  is  the  minimum  of  individual  liberty  and  the  maximum  of 
communistic,  feudalistic  or  governmental  control  tirirough  physical 
coercion*  But  in  a period  of  extreme  abundance  there  is  the  maximum 
of  individual  liberty,  the  minimum  of  coercive  control  through 
government,  and  individual  bargaining  takes  the  place  of  rationing. 
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In  the  new  period  of  stabilization,  the  actual  outcome,  in  contrast 
to  Marxes  communism,  is  a diminution  of  individual  liberty,  enforced 
in  part  by  governmental  sanctions  but  mainly  by  economic  sanctions 
through  concerted  action,  whether  secret,  semi-open,  open,  or  arbi- 
trational,  of  associations,  corporations,  unions  and  other  concerted 
action  of  manufacturers,  merchants,  laborers,  farmers  and  barOcers. 

In  the  foregoing  early  historical  period  of  scarcity  the  legal 
control  of  goods  was  not  separated  from  the  physical  control*  An 
owner  physically  handed  over  a commodity  or  service  to  another  person, 
and  custom  and  the  common  law  read  into  the  physical  transfer  a trans- 
fer of  legal  control*  But  in  the  periods  of  abundance  and  stabiliza- 
tion, the  legal  control  and  transfer  have  been  separated  in  the  hands 
of  business  men  and  financiers  while  the  physical  control  and  trans- 
fer goes  on  in  the  hands  of  the  workers  under  the  commands  of  these 
same  business  men  and  financiers.  The  two  controls  are  correlated 
thruout,  but  the  degrees,  methods  and  effects  of  correlation  are  very 
different  in  the  three  periods  of  scarcity,  abundance  and  stabiliza- 
tion. 

We  shall  nofc  endeavor  to  go  back  into  the  primitive  periods  of 

scarcity  characterized  by  tiie  rationing  systems  of  comm.unism  and 
■ 1 

feudalism,  but,  in  order  to  get  our  foundation  for  the  correlated 
theories  of  economists  and  jurists,  v/e  shall  begin  with  the  emergence 
of  the  modern  bargaining  s^T-stem  out  of  feudalism,  and  its  first  ap- 
pearance as  Mercantilism,  The  custom  and  the  common  law  in  this  early 
capitalistic  period  of  scarcity  differed  materially  in  the  two  kinds 
of  output,  namely,  commodities  and  services, 

1 See  Perlman,  Selig,  on  village  communities,  in  A Theory  of  Labor 
Unions,  248  (1928), 
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(1)  Commodities  can  "be  transferred  without  transferring  the 
person  of  the  producer,  "but  services  are  transferred  in  person.  The 
transfer  of  commodities,  hovvever,  in  this  early  period,  was  also  a 
movement  of  the  owner,  as  well  as  the  commodity,  to  a market.  Ov/ing 
to  the  weakness  of  government  and  the  prevailing  violence  and  per- 
jury of  the  people,  it  was  necessary  to  encourage  powerful  lords  to 
set  up  markets  and  to  protect  them  against  the  inroads  of  rohhers. 

For  this  reason  a market  vms  usually  a special  monopolistic  fran- 
chise, granted  to  a powerful  individual  or  ecclesiastical  corporation, 
authorizing  him  to  hold  concourse  of  "buyers  and  sellers,  with  the 
privilege  of  taking  tolls  in  consideration  of  the  protection  afford- 
ed. These  markets,  thus  established,’  were  governed,  eventually,  by 
rules  laid  down  by  the  courts  in  the  decisions  of  disputes,  but  pri- 
marily by  rules  of  their  own  making.  The  courts,  in  their  decisions, 
developed  the  principle  of  the  "market  overt”,  or  the  public,  free 
and  equal  market,  as  v;e  now  sa^r.  Afterwards  these  principles  v/ere 
extended  to  retail  shops,  until  eventually  the  exclusiveness  of  the 
market  overt  was  eliminated,  but  the  principles  of  publicity,  equality 
and  liberty  remained  and  were  extended  to  all  markets.  These  principle.' 
were  not  something  innate  and  natural,  but  v/ere  actually  constructed 
by  selecting  among  the  good  and  bad  practices  of  the  time.  The  early 
physical  economists  thought  of  them  as  handed  down  by  divine  provi- 
dence or  the  natural  order. 

In  the  first  place  the  grantee  of  a right  to  hold  a "market 
overt"  Yi/as  required  to  provide  weights  and  measures  and  a weigh- 
master.  He  was  authorized  anb,  required  to  set  up  a special  court 
(pie  poudre  courts)  for  prompt  decision  of  disputes  and  enforcement 
of  contracts.  Every  person  was  declared  to  have,  of  common  right, 

"a  liberty  of  carrying  his  goods  to  a public  fair  for  sale",  and 
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bfierefore  the  ovvner  of  the  soil  or  fair,  or  the  local  municipal 
authorities,  could  not  distrain  the  goods  t lie  ms  elves  for  non-pay- 
ment of  rents  or  to  . Is,  but  must  ‘^bring  a suit  themselves  for  rent*” 
Any  disturbance  causing  physical  obstruction  of  the  market  place 

1 

where oy  persons  v/ere  excluded  from  a part  thereof  was  prohibited. 

Tnese  were  the  duties  of  the  lord,  or  protector,  of  the  market 
respecting  the  physical  transfer  of  goods.  But  further  than  this 
it  was  necessary  to  provide  rules  respecting  the  transfer  of  title 
between  buyer  and  seller  on  the  market.  These  fules  also  were  after- 
ward extended  to  all  retail  markets,  and,  at  the  end  of  the  eighteenth 
century  to  wholesale  markets.  Sir  Edward  Coke  summarized  the  common 
law  respecting  the  transfer  of  titles  in  markets  overt,  as  it  stood 
300  years  ago  when  he  compiled  his  Institutes.  He  said,  ”The  common 
lavv  did  hold  it  for  a point  of  great  policies,  and  behovefull  for  the 
commonw/calth,  that  fairs  and  markets  overt  should  bo  repltnishcd 
and  well  furnished  with  all  manner  of  commodities,  vendible  in  fairs 
and  markets  for  the  necessary  sustentation  and  use  of  the  people. 

And  to  that  end  the  common  law  did  ordaine  (to  encourage  men  thereunto) 
that  all  sales  and  contracts  of  anything  vendible  in  fairs  or  mark- 
ets overt  should  not  be  good  only  betweii  the  parties  but  should 

2 

bind  those  that  right  had  thereunto.” 

In  other  words,  in  order  that  buyers  might  be  encouraged  to 
come  to  the  markets,  it  was  necessary  for  the  law  to  provide  the 
conditions  under  which  they  could  obtain  clear  title  to  the  goods 
which  they  purchased  and  thus  to  protect  buyers  against  third  parties 
who  might  claim  that  the  goods  w'ere  stolen.  The  market  overt  v/as  a 
place  where  a clear  title  to  commodities  could  be  obtained,  in  on 
age  01  violence,  theft  and  perjury.  Thus  the  sale  of  goods,  as 


1 Cokers  Institutes.  Second  Part,  Vol.  2,  pp.  220-222.  (16?) 

2 Ibid. , Vol.  2,  713. 
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decided  in  the  cases  cited  cohe,  must  de  in  a place  that  is 
■^overt  and  opien,  not  in  a back  room  warehouse,  etc*^^  The  term  "overt” 
in  this  case  implies  "apt  and  sufficient,  as  not  to  sell  plate  openly 
in  a scrivener’s  shop  or  the.  like,  tut  openl^r  in  a goldsmith’s  shop." 
The  sale  must  not  he  in  the  night,  but  "between  the  rising  of  the  sun 
and  the  going  downe  of  the  same,"  The  sale  at  night  v/as  "good  be- 
tween the  parties"  but  did  "not  binde  a stranger  that  right  hath." 

The  sale  must  not  be  made  by  "coven  between  tv/o  of  purpcs  e to  barre 
him  that  right  hath,"  and  "the  contract  must  be  vhiolly  and  originally 
made  in  the  market  jvert,"  and  not  to  have  "the  inception  out  of  the 
market  and  consums^tion  in  the  market*"  But,  if  the  seller  acqaires 
the  goods  again,  the  rightful  owner  is  not  barred,  because  the  seller 
%as  the  wrong  doer,  and  he  shall  not  take  advantage  of  his  own  wrong. " 
Again,  if  the  buyer  knev;  that  the  seller  had  wrongful  possession,  "this 
shall  not  binde  him  that  right  hath*" 

These  rnJ.es  established  the  alienabili ty,  or  what  ma^^,  by  anal- 
called  the  Negotiability  of  Commodities,  and  were  suited  to 
a Period  of  Scarcity  and  Insecurity  when  physical  goods  v^ere  actual- 
ly brought  to  the  market  and  there  was  no  credit  system,  no  manu- 
facture and  sale  for  future  delivery,  and  no  publicity  of  prices,  T he 
rules  were  evidently  adopted  by  the  courts,  as  Coke  says,  to 
proraote  the  public  welfare  by  encouraging  buyers  and  sellers  to 
come  together  and  to  bring  their  products  to  the  market,  with  the 
assurance  that  purchasers  in  good  faith  might  acquire  title  against 
all  the  world,  and  even  against  their  rightful  owners.  And  this  quali 
of  negotiability,  indeed,  is  the  first  rule  of  lav;  needed  to  establish 
a free,  equal  and  open  market.  It  v/as  eitended,  in  later  times,  to 
include  intangible  property  as  well  as  physical  commodities,  an  ex- 
tension to  which  the  name  "negotiability"  is  .more  ace-urately  applied 
in  the  technical  sense  of  the  term. 
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Again  the  offenses  of  forestalling,  regrating  and  engrossing 
were  prohihited  at  common  law,  for  they  consisted  in  the  purchase  or 
repurchase  of  commodities  in  larger  quantities  than  the  purchaser 
could  use  himself  or  sell  at  retail,  and  so  were  considered  to  be 
attempts  by  rich  persons  to  enhance  prices  and  hence  a denial  of 
equality  between  buyers  and  sellers.  But,  hov/ever,  these  offenses 
at  common  Ism  practically  proiiibited  all  wholesale  business  except 
that  of  foreign  export  and  import  and  the  fact  that  such  wholesale 
business  was  adjudged  a criminal  offense  indicates  on  vjhat  small 
scale  industry  must  have  been  conducted  and  how  meager  must  have  been 
the  usual  supplies  of  products  that  came  to  the  market  in  this  early 
period  of  scarcity.  Some  of  these  statutes  against  i^holesalc  busi- 
ness Vv’ere  repealed  as  early  as  177E  and  the  entire  list  of  comraon 

law  offenses  of  f orestalling,  engrossing,  and  regrating  was  abolished 
2 

by  statute  in  1844.  The  preamble  to  that  act  repeated  the  preamble 
of  1772,  which  gave  as  a reason  that  it  had  been  found  by  experience 
’^that  the  restraints  laid  upon  dealing  in  necessaries^^  by  prevent- 
ing a free  trade  in  the  said  commodities,  have  o.  tendency  to  dis- 
courage the  growth  and  to  enhance  the  prices  of  the  same.”  What 
they  actually  prohibited  was  wholesale  business  and  hence  this  act 
of  1844  completely  opened  up  the  wholesale  markets  of  England,  re- 
taining only  the  offenses  against  spreading  false  rumors  with  intent 
to  enhance  or  decry  the  price  of  any  goods,  and  the  offense  of  pre- 
venting by  force  or  tirireats  any  goods  being  bro^oght  to  any  fair  or 
market.  The  old  rules  were  no  longer  needed  and  were  indeed  a de- 
nial cE  liberty  and  equa.iity  in  an  age  of  abundance,'  when  it  v/as 
necessary  that  goods  shoiid  be  sold  and  purchased  at  wholesale  and 
rapidly  transported  from  a distance, 

1 Coke’s  Institutes,  Vol.  3,  195-6;  4 Bla.  Com.  158, 

2 7 and  8 Vic.  24  (1844). 
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iiftor  the  discontinuance  of  the  laws  against  forestalling,  re- 
grating  and  engrossing,  beginning  1772,  the  incoming  of  wholesale 
markets  served  clearly  to  separate  the  transfer  of  legal  control  from 
the  transfer  of  physical  control  of  goods©  The  seller  no  longer  was 
required  by  lav¥,  in  effect,  to  bring  his  goods  in  person  to  a market 
in  small  quantities,  but  the  modern  produce  exchanges  and  wholesale 
markets  could  arise  v/hero  the  legal  control  of  goods  coiild  be  trans- 
ferred by  wire  or  wireless,  upon  mere  samples  and  specification, 
such  legal  control  to  take  place  at  any  point  of  time  from  ”spot’’  to 
'^futures^^.  Meanwhile  the  ph^rsical  delivery  of  physical  control  v/hich 
v/as  the  economists’  original  idea  of  "exchange,”  goes  on  in  the  hands 
of  employes,  all  the  way  from  the  farm  or  factory  to  the  railway  and 
the  point  of  ultimate  consumption.  The  legal  transfer  of  power  to 
control  the  disposition  of  goods,  at  ny  time  or  place  for  the  purpose 
of  buying  and  selling,  is  separated  from  the  physical  deliver^T-  of  the 
goods  in  the  hands  of  employes  or  consumers  for  the  purpose  of  produc- 
tion and  consumption.  And  txhe  prices  of  commodities  henceforth  be- 
come, not  the  price  of  the  commodity,  but  the  price  of  promises  to 
deliver  legOtl  control  of  the  commodity,  specified  as  to  time  and 
place. 

The  common  law  prohibited  all  other  restraints  of  trade  in  ad- 
dition to  f orcstalling,  engrossing  and  regrating,  as  being  prejudi- 
cial to  the  public  welfo.re,  in  that  they  prevented  individuals  from 
freely  coming  upon  the  market  or  freely  offering  their  products  or 
services,  or  freely  increasing  the  supplies  of  the  same,  for  the 
benefit  and  sustenance  of  the  people.  It  is  the  prohibition  of  these 
other  restraints  of  trade,  not  peculiar  to  wholesaling,  that  has  come 
down  to  modern  times  and  has  been  extended  wherever  new  methods  of 

restraint  have  appeared,  but  has  been  greatly  modified  in  the  period 
of  stabilization  of  bargaining  power. 
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Thus  the  common  law  established  during  the  period  of  scarcity, 
down  CO  the  middle  of  the  18th  century,  by  the  method  of  excludig 
v/hat  lAfere  deemed  to  be  bad  practices  of  business  and  by  giving  va- 
lidity to  what  Y/ere  deemed  to  be  good  practices  of  business,  the 
fundamental  principles  of  a free,  equal  and  public  market,  namely 
uniform  v/eights  and  measures,  negotiability  of  contracts  and  com- 
modities, free  accessibility  of  all  persons  and  commodities  to  the 
market,  and  publicity,  or  open  knowledge  of  transactions,  as  against 
secrecy.  Although  some  of  the  common  law  rules  which  v;ere  necessary 
during  a period  of  scarcity  and  insecurity  wen;;  abolished  after  the 
ISth  century  Y/hen  governments  v/ere  able  to  est^^blish  seciirity  and 
when  inventions  had  ushered  in  the  period  of  ab'ondance,  yet  these 
four  attributes  of  a free,  equal  and  open  marke c have  been  retained, 
namely,  -uniform  standards  of  measurement,  negotiability,  accessi- 
bility and  publicity. 

This  period  of  abundance,  however,  brought  in  exactly  the  op- 
posite evils,  destructive,  unfair  or  cutthroat  competition  and  their 
acGompanyiiig  discrimination  or  unequal  opportunity.  This  situation 
had  already  led  the  courts,  as  early  as  the  beginning  of  the  17th 
century,  to  begin  to  support  and  sustain  the  great  list  of  "reason- 
able” restraints  of  trade  coming  under  the  general  name  of  good  will, 

trade  names,  trade  marks,  and  recentl^r  known  as  the  "law  of  unfair 
1 

competitiDn. " But  notwithstanding  these  reasonable  restraints  of 
trade,'  the  19th  and  20th  centuries  experienced  periodic  and  general 
oversupplies  of  commodities,  occurring  in  irregular  cycles.  These 
oversupplies  led  to  destructive  competition,  price-wars  in  manufac- 
tures and  rate-wars  in  transportation,  the  elimination  of  weak 

1 Above  p.  000;  Commons.  "Legal  Foundations  of  CapitalisAi.  263  ff. 
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competitors,  discrimination  iDctween  iD-ayers  or  'botwoon  soilers,  and  the 
consolidation  or  absorption  of  competitors  into  largo  combinations. 

At  first  these  combinations  to  prevent  rato-vvars  and  pricc-v/ars  were 
met  by  a ronewa,!  of  ancient  laws  against  monopolies,  a.gainst  con- 
spiracies and  against  other  practices  in  restraint  of  trade.  Bat 
these  were  found  ineffective  in  the  four  great  departments  of  Trans- 
portation, Manufactures,  Labor  and  Banking. 

In  the  field  of  transportation  the  policy  of  stabilization  of 
bargaining  power  was  frankly  adopted  by  statute  in  the  Interstate 
Commer  Lav/  (1886),  for  it  was  realized  that  the  practices  of  price 
cutting  and  secret  rebates  and  secret  or  open  discriminations  were 
as  injurious  to  the  public  as  the  practices  of  monopoly  and  extortion. 
But  this  policy  of  stabilization  was  not  fully  recognized,  in  the 
case  of  manufactures,  until  the  enactment  of  the  Fcdera.l  Trade  Com- 
mission Law  and  the  Clayton  Act  (1913)  which  penalized  price-cutting 
as  much  as  the  old  lav/  had  penalized  price-boosting*  And  finally, 

the  lino  of  decisions  in  the  dissolution  suit  of  the  U.  S*  Steel 

1 

Corporation  (1919)  and  in  the  price  marintenanco  cases,  established, 
as  the  present  policy  of  the  courts  of  the  country,  the  principle  of 
reasonable  stabilization  of  bargaining  power.  For  it  v/as  judicially 
found,  in  the  Steel  case,  tha.t  the  Steel  Corporation,  although  its 
practices  were  plainly  concerted  movements  similar  to  those  which 
formerly  had  been  held  to  be  restraints  of  trade,  nevertheless  had 
not  recently  resorted  to  the  destructive  price-wars  that  eliminated 
competition  in  dealing  with  the  public.  The  court  declared  that  the 
Corporation  had  not  obtained  freight  rebates,  had  not  reduced  wages, 
had  not  lowered  the  Quality  of  its  product,  had  not  created  artificial 
scarcity,  hari  not  coerced  or  oppressed  competitors,  had  not  undersold 


1 See  cases  cited  above,  p.  000 
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competitors  in  ono  locality  and  maintained  prices  in  other  loco.litics, 
had  not  obtained  customers  by  secret  robo.tcs  or  departures  from  pub- 
lished prices*  neither  competitors  nor  customers,  sa.id  the  court, 
testified  to  any  oppression  or  coercion  on  the  part  of  the  company, 
and,  in  fact,  they  testified  to  a general  s&tisfaction  v.-ith  the  well- 
known  and  published  policy  of  stabilization  of  prices  a.nd  deliveries 
pursued  by  the  corporation. 

It  is  plain,  therefore,  that  the  policy  of  stabilization  of 
bargaining  power  through  publicity,  for  both  transportation  a.nd  ma.nu- 
factures,  has  been  adopted  as  the  policy  of  the  common  law  and  the 
statute  law  as  interpreted  by  the  federal  courts,  and  moreover,  this 
policy  has  the  approval  of  customers  and  competitors* 

A similar  practice  of  stabilization  has  been  slowly  developed 
in  the  history  of  labor  organizations*  The  first  extensive  effort 
of  this  kind  occurred  in  1886  when  the  bitumiinous  coal  operators 
and  coal  miners  thruout  the  competitive  field  of  Pennsylvania,  Ohio, 
Indiana  and  Illinois  agreed  publicly  on  uniform  wages  and  differ- 
entials of  wages,  such  that  the  operators  might  have  equal  access 
to  the  markets  without  secretly  or  individuall3?-  cutting  wages* 

This  sta.bilization  of  competitive  conditions  has  become  as  important 
for  the  employer  of  labor  as  it  has  been  for  the  customers  of  rail- 
v;ays,’  and  is  perhaps  in  process  of  being  as  completely  sanctioned  as 
the  similar  practice  of  the  Steel  Corporation* 

A more  recent  and  equally  important  movement,  as  well  as  mure 
remote  from  common  law  or  statute  la,w  during  the  period  of  abunda.nce, 
is  the  movement  towards  sta.bilization  of  the  purchasing  power  of 
money  and  credit,  by  means  of  the  concerted  action  of  bankers  author- 
ized to  act  like  a labor  union*  The  foremost  economists  in  this  field 
have  been  Wicksell  and  Cassel  in  Sweden,  Fisher  in  America,  Havv’trey 
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cind  Keynes  in  jingicind,  end  tiie  tiii-ning  point  in  Americn.  teing  tiie 
Federal  Reserve,  System  operated  loy  10,000  tanks  and  estatlished  by 
lav/  in  1913* 

In  these  four  fields,  transportation,  manufactures,  labor  and 
banleing,  the  principle  of  stabilization  of  bargaining  power  has  pro- 
ceeded as  a remedy  for  a practice  which  is  considered  to  be  denial  of 
a free,  equa,l  and  public  market,  namely  the  practice  which,  in  gon- 
eral,  may  be  named  Fiscriminationo  It  is  not  high  prices  that  they 
prohibit  - it  is  unequal  opportunity  to  get  higher  prices.  This  will 
be  seen  in  the  neo^t  section. 

(2)  We  have  referred  above  to  the  rules  of  law  which  governed 
the  market  overt  during  the  period  of  scarcity.  That  was  the  be- 
ginning of  a free,  equal  and  public  market  where  a concourse  of  buyers 
and  sellers  assembled  imdor  the  protection  of  the  lord  of  the  market. 
B;it  there  was  another  class  of  sellers  who  did  not  bring  their 
products  to  a central  market,  but  xvho  performed  services  for  the 
public  indifferently  according  as  customers  came  to  their  places  of 
business.  These  correspond  to  the  modern  manufacturers  who  sell 
their  products,  usually  f.o.b.  at  the  place  of  manufacture,  and  to 
all  so-called  public  utilities.  Row,  considering  the  groat  scarcity 
of  producers  of  this  type  in  that  early  period,  and  uwing  to  the  scar- 
city of  mechanical  skill  and  training,  the  early  comimon  law  developed 
the  rule  that  anyone  who  set  himself  up  to  sell  his  services  to  the 
public  indifferently,  as  contrasted  with  one  who  vjorkod  solely  for 
himself  or  who  served  a single  patron  or  landlord,  thereby  assumed 
a three-fold  duty,  namely  (1)  to  serve  all  comers,  (2)  at  a reason- 
able price,  and  (3)  under  a liability  for  damages  if  he  did  not  have 
or  did  not  exorcise  proper  skill.  The  list  of  occupations  which 


1 Wyman,-  public  Sorv.  Corp.,  Adler,  E.  A.  Business  rjurisprudonce , 
Land  Labor,  Capital  and  Business  at  Coirmion  Law.  23  and  29  Harv. 
Lav/  Rev.  (1914  and  1916). 
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were  governed  dy  these  rules  was  large  and  included  surgeons,  tailors, 
blaclcsmi Ghs , carpenters,  victualers  (grocery  keepers)  bakers,  millers, 
innkeepers,  ferrymen,  wharfinger,  in  addition  all  who  could  be  classi- 
fied as  "common  carriers*"  In  fact,  all  of  these  occupations  were 
"common  occupations"  in  the  same  sense  that  a "common  carrier"  is  gen- 
erally one  who  offers  his  services  to  anybody  v/ho  comes  alon^,.  The 
laVi/'  made  no  distinction  as  to  whether  a person  held  an  actual  mono- 
poly or  not*  In  fact,  the  term  "monopoly”  v/as  applied,  in  those  days, 
only  to  such  of  these  occupations  as  were  required  to  operate  under 
a franchise  -or  a permit  granted  by  the  sovereign,  such  as  a ferrym.an, 
and  were,  therefore,  legal  monopolies  based  on  special  grants,  rather 
than  economic  monopolies  based  on  private  property* 

Bruce  Wyman  and  E*  A*  Adler,  in  the  citations  referred  to  in 
the  footnote,  have  offered  two  seemingly  opposite  theories  to  account 
for  the  attitude  of  the  common  lavv,  in  those  earl;;-  days , respecting 
"common  employments*"  Wyman  based  his  e:xplanation  on  the  principle 
of  scarcity,  Adler  upon  the  principle  of  publicity,  or  common  em- 
ployment* But  the  two  explanations  are  simply  the  two  variable  func- 
tions of  scarcity  and  custom.  Those  "common  employments"  emerged  with 
the  breakup  cf  feudalism,  and  consisted  simply  in  the  change  from 
employment  under  the  control  of  a single  master  to  employment  by  any 
customer  who  might  come  along*  The  blacksmith  who  worked  for  a feu- 
dal lord  now  worked  for  any  or  all  of  the  lords  indif fcrently.  Since 
the  courts  represented  tho  point  of  view  of  the  dominant  classes,  it 
was  but  natural,  in  the  sense  of  customary,  that  they  should  impose 
upon  the  free  but  unfranchised  workers  duties  of  service  to  any  mr.s- 
tcr  who  came  along*  A similar  attitude  w'as  revealed  upon  the  abolition 
of  slaver;^  in  the  United  States*  The  ex-slaves,  while  they  had  become 
"freedmen"  under  the  Thirteenth  Amendment,  wore  not  free  to  refuse 
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to  Y/ork  c.c cording  to  their  inciinr.tionj  and  the  Fourteenth  Anendment 
v/ujC  necessary  in  order  to  gra.nt  to  theo  ec^ua.!  freedom  with  their  for- 
mer raasters.  So,  likewise,  the  ohlig actions  of  service  vjerc  attached 
to  aii  cia.sscs  of  workingmen  and  merchants  in  the  early  sta.gcs  of 
transition  from  serfdom  to  liberty. 

The  principle  of  scarcity,  too,  was  applicable,  since,  had 
there  been  an  a^bundance  or  oversupply  of  workers,  their  competition 

w'ith  each  other  w/ould  have  made  it  unnecessary  to  subject  then  to 

2 

coercive  rules  of  service*  The  two  principles  of  custom  and  sca,rcity 
did  not  become  clea.rly  seaparated  until  a later  time,  when  certain 
occupations  like  common  carriers,  or  ferrymen,  having  exclusive  privi- 
leges of  tine  or  place,  were  retained  under  the  older  compulsory  prin- 
ciple of  common  service,  but  the  others  were  liberated  upon  the  princip 
of  competitive  abundance.  Then,  in  more  recent  times,  the  principle  of 
stabilization,  with  its  unions,  associations,  corporations,  syndi- 
cates, and  similar  concerted  methods  of  restraining  individual  liberty 
in  the  interests  of  collective  liberty,  reverts  somewhat  to  the 
rationing  principles  of  scarcity  as  a modification  of  the  bargaining 
principles  of  abundance* 

In  the  United  States,  on  account  of  great  afoundance  of  natural 
opportunities,  the  primitive  rules  applying  to  all  common  occupations 
were  only  occasionally  applied  and  became  obsolete  at  an  early 
period  except  in  the  case  of  wiiat  were  distinguished  as  public 
service  occupations  or  corporations.  In  these  industries  the  law  has 
developed  until  the  regulations  completely  cover  oven  the  fixing  of 
rates  and  compulsion  of  services  by  government,  in  addition  to  the 

1 Commons,  Legal  Foundations  of  Capitalism,  119* 

2 It  is  upon  this  fact  that  Achille  Caria  builds  his  Economic 
Foundations  of  Society  (tr.  19?). 
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prohit)! tion  of  discrimination*  This  is  because,  notwithstanding  the 
period  oi  abundance  which  greatly  increased  the  mechanical  inventions 
and  the  use  of  mechanical  pov\fer,  5^et  these  public  service  occupations 
were  not  only  legal  monopolies  based  on  special  grants  of  pov/er,  but 
also  economic  monopolies,  based  on  ordinary  private  property,  since 
they  occupied  strategic  localities  with  only  limited  opportunities  for 
others  to  introduce  competitive  undertakings* 

It  was  not  so‘  v^ith  manufacturing  and  commercial  undertakings* 
Here  it  v/as  not  necessary,  in  the  public  interest  in  a period  of 
abundance,  that  those  engaged  in  these  industries  should  be  bound  by 
a duty  to  serve  all  comers,  at  a reasonable  price.  There  always  re- 
mained an  over supply  of  producers  and  productive  equipment  and  no 
public  purpose  could  be  served  by  compelling  a manufacturer  or  mer- 
chant to  serve  all  comers  at  reasonable  prices  when  customers  could 
readily  find  alternative  manufacturers  or  customers.  Hence  these 
occupations  were  treated  strictly  as  private  businesses,  and  the 
law  contented  itself  with  maintaining  only  those  four  great  attributes 
of  a free,  equal  and  open  competitive  market,  namely,  standards  of 
measurement,  negotiability,  accessibility  and  publicity. 

Under  the  conditions  of  the  early  period  of  scarcity,  it  was 
impossible  that  the  modern  ethical  or  logoi  notion  of  "discrimina- 
tion”  should  arise*  This  notion  arises  with  the  period  of  stabili- 
sation, and  marks  the  nev/  importance  of  custom  as  against  free 
competition*  The  public,  or  purchasers,  did  not,  in  the  early  period, 
make  their  living  by  buying  regularly  these  commodities  or  service^, 
but  they  patronized  only  occasionally,  on  market  days,  or  when  in 
need  of  the  service.  But  modern  business  is  wholly  dependent,  at  all 
times,  on  the  services  rendered  by  modern  carriers,  by  modern  manu- 
facturers of  raw  materials  or  unfinished  materials,  by  modern  laborers 
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assemoied  in  great  masses,  or  "by  modern  'barQcing  and  credit  companies 
or  SjTndicateso  The  modem  hnsiness  man,  as  purchaser,  is  injured,  not 
so  much  extortionate  prices  vdiich  he  must  pay,  as  by  the  fact  that 
his  competitor  pa^^-s  less  than  he  does  for  a large  and  essential  part 
of  his  purchases.  Business  is  pulled  away  from  competitors  on  such 
narrow  margins  and  large  quantities  that  a competitor  is  put  out  of 
business  completely  if  his  competitor  pays  less  than  he  does.  But 
if  his  competitor  pays  as  much  as  he  does,  even  though  the  price  paid 
by  both  is  monopolistic  and  extortionate,  he  can  pass  along  the  price 
to  the  ultimate  consoimer.  Hence  it  is  that  the  equalization  of  com- 
petitive conditions  which  can  be  accomplished  only  trirough  stabili- 
zation, is  deemed  so  important  by  modern  bvisiness  men. 

But,  in  the  early  times  of  general  scarcity,  it  was  not  dis- 
criminant ion,  as  WG  understand  it,  but  extortion  alone  that  was  an  in- 
jury to  the  purchaser.  Consequently,  oven  w'hcn  the  word  ” discrimi- 
nation” was  used,  it  never  signified  a discriminatory  low  price  — 
it  always  signified  a discriminatory  high  price.  In  other  v/ords, 
the  early  common  law,  applying  as  it  did  to  marlcets  overt  and  to 
practically  all  occupations  that  served  the  public  indifferently,  had 

no  rule  against  all  discriminations  as  such  — its  rules  Vi/ere  direct- 
1 

ed  against  extortion. 

This  was  evidently  the  understanding  of  the  Supreme  Court  of 
the  United  States  as  late  as  the  year  1897.  In  that  year  the  co\irt 
had  before  it  a suit  in  which  a plaintiff  living  in  Iowa  sought 
damages  from  a railway  company  on  the  ground  tha.t  the  company  shov;cd 
partiality  and  favoritism  to  the  said  plaintiff ^s  competitors  living 
in  Hebraska  by  charging  them  lower  freight  rates,  in  proportion  to  ^ 
the  length  of  haul,  than  the  rates  cliarged  to  the  plaintiff  in  Iowa. 

1 Wyman,  Pub.  Sci^v.  Corp.  1280  ff. 

2 Parsons  v.  C.  & H.  W.  RR.  167  U.  S.  447  (1896). 
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Tiie  Supreme  Court  held  that  it  had  not  "been  shown  that  the  plaintiff 

was  charged  a freight  rate  extortionate  "in  itself."  "He  is  only 

seeking  to  recovei’  money  which  he  alleges  is  due,  not  "because  of  any 

unreasonahle  charge,  "but  on  account  of  the  v/rongful  conduct  of  the 

defendant*"  The  court  then  proceeded  to  inquire  whether  this  alleged 

Vi/rongful  conduct  was  vjrongful  at  common  law,  and  the  test  employed 

was,  not  that  of  the  social  consequences  of  discrim.ination  in  charging 

one  customer  less  than  another  customer  "but  merely  that  of  the  effect 

2 

on  the  railway  company’s  private  earnings.  Thus  the  court  said: 

"Suppose  that  the  officials  of  the  company  had  charged  the  plaintiff 
only  a reasonable  rate  and  at  the  same  time  had,  without  any  just  oc- 
casion therefor,  given  to  his  neightbor  across  the  street  free 

3 

transp ortation  thus  being  guilty  of  an  act  of  favoritism  and  par- 
tiality - an  act  v/hich  tended  to  diminish  the  receipts  of  the  rail- 
road comipany  and  to  that  extent  the  dividends  of  the  stockholders. 

Such  partiality  on  their  part  would  not,  in  the  absence  of  a statute, 
have  entitled  the  plaintiff  to  maintain  an  action  for  the  recovery  of 
the  fare  which  he  had  paid  and  thus  reduce  still  further  the  divi- 
dends of  the  stockholders.  So,  but  for  the  provision  of  the  Inter- 
state Commerce  Act,  the  plaintiff  could  not  recover  on  account  of  his 
shipments  to  Chicago  if  only  a reasonable  rate  Y\/as  charged  therefor, 
no  matter  though  it  appeared  that  "through  any  misconduct  or  partiality 
on  the  part  of  the  railway  officials,-  shippers  in  Nebraska  had  been 
given  a less  rate,"  Such  was  the  judicial  concept  of  discrimim tion 
in  1897*  It  was  merely  a private  affair,  without  social  consequences* 
Four  years  after  this  opinion,  the  same  court,  by  the  same 
justice  (Brewer)  declared,  in  sustaining  an  opinion  of  the  Suprem.e 

1 Ibid* , 455* 

£ TbTd, , 454. 

3 All  italics  mine* 
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Coui*t  01  UGlDraslLa. , that  ^under  th©  coiiunon  law^'^,  not  only  must  th6 
charges  he  reasonaole  in  themselves,  hut  they  must  he  "relatively 
reasonable";  no  rate  should  he  lower  than  another  "without  a just 
and  reasonable  ground  for  discrimination";  and  that  discrimination 
was  reasonable  insofar  only  as  the  difference  in  rates  corresponded 
to  a difierence  in  costs  ano*  conditions  of  rendering  the  service* 

In  other  words,  the  Supreme  Court,  between  the  years  1897  and 
1901,  changed  the  meaning  of  the  common  lav/  word,  discrimination, 
from  what  had  evidently  been  the  early  meaning,  which  made  no  dis- 
tinction between  extortion  and  discrimination,  to  the  more  modern 
view  which  makes  discrimination  in  itself  illegal,  regardless  of 
whether  there  is  extortion  or  not«  According  to  the  early  view, 
the  remedy  for  discrimination  would  have  been  only  that  of  reducing 
the  higher  price  to  a level  corresponding  to  the  lower  price.  Ac- 
cording to  the  later  view  the  remedy  for  discrimination  would  be 
obtained  just  as  well  by  raising  the  lower  price  (or  prohibiting 
free  transportation)  to  a level  corresponding  to  the  higher  price. 

The  evil  sought  to  be  cori’ccted,  under  the  later  view,  is  the 
partiality  or  favoritism  that  gives  a competitor  free  service  or 
services  at  a lower  price.  The  evil  sought  to  be  corrected  under  the 
earlier  view  was  only  that  of  charging  an  unreasonably  high  price, 
and  the  lower  price  charged  to  a competitor  w'as  not  looked  upon  as 
discrimination  in  itself,  but  was  admitted  only  as  evidence  tending 
to  show  tiiat  the  higher  price  complained  of  might  be  extortionate. 

That  the  tv/o  very  different  meanings  of  discrimination  should 
not  have  been  distinguished  was  evidently  ov/ing  to  the  slow  process 
b\^  which  the  court  recognizes  a change  in  custom,  and  then  changes  the 

1 W.  U.  Tel.  Co.  V.  Call  pub.  Co.  44  PFcb.  326,  337  (1895);  58  lob. 

192  (1899);  181  U.  S.  92,  102  (1901). 
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meaning  of  the  word  while  contending  that  they  have  not  changed  it, 

The  Supreme  Court,  in  1901,  changed  the  common  law  meaning  of  dis- 
crimination from  what  they  said  it  was  in  1897,  in  order  to  meet  a 
real  abuse  that  had  come  before  it  for  determination,  and  the  evil  of 
discriminatory  low  prices  had  become,  by  this  time,  so  flagrant  and 
well  known  to  the  general  public  that  there  was  no  need  of  admitting 
that  they  had  changed  the  meaning  of  the  word. 

The  very  earliest  opinion  which  vve  can  locate  'which  conscious- 
ly and  knowingly  made  the  extension  of  the  meaning  of  discrimination 
so  as  to  prohibit  relatively  lov/  prices  as  well  as  relatively  high 
prices  charged  to  competitors  that  of  McDuffee  v.  R,  R.  Co,, 

63  H,  430  (1873),  and  the  reasoning  of  the  court  v^ill  shov;  the 
process  of  changing  from  the  ancient  physical  meaning  of  discrimina- 
tion to  the  modern  economic  meaning.  The  court  there  pointed  out  that, 
at  common  law,  discrimination  consisted  in  unconditionally  refusing 
to  ^^carry  B,  if  he  carries  A”  or  practically  imposing  an  ^^embargo 
upon  the  travel  or  tra.ffie  of  some  disfavored  individual”,  or  consisted 
in  infringing  the  public  right  by  making  a highway  ”absoiutely  im- 
passable.” These  common  law  nations  of  discrimination,  it  will  bo 
noted,  were  physical  in  character,  and  the  l^ev/  Hampshire  court  char- 
acterized them  as  ”directiy”  exercising  unreasonable  discrimination. 

The  court  then  went  on  to  extend  the  meaning  of  discrimination  to 
economic  discrirriination,  which  the  court  now  named  "indirect”  dis- 
crimination, consisting  in  a "circuitous  invasion"  such  o.s  disagreeable 

terms,  differences  in  price,  no  facilities  or  accommodditions  for  one 
1 

as  against  the  other, 

1 Further  demonstration  of  this  development  of  the  meaning  of  dis- 
crimination will  be  found  in  Wyman  Public  Serv.  Corp.  pp,  1280  ff. 
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The  conclusion  is  that,  not  until  the  Supreme  Court  opinion  of 
1901  reierred  to  above,  could  it  be  said  that  generally  the  courts 
had  shifted  the  meaning  of  discrimination,  in  the  case  of  railways, 
from  mere  evidence  tending  to  show  that  a certain  high  price  or  other 
disadvantage  was  extortionate,  that  is,'  unreasonable  in  itself,  to 
tne  very  different  meaning  that  it  v/as  partiality  or  favoritism  towards 
some  competitors  and  against  other  competitors,  evidenced  by  a 
relatively  low  price,  that  constituted  the  evil  of  discrimination, 
regardless  of  whether  the  absolute  level  of  both  prices  was  high  or 
low. 

The  general  reason  V\/hy  the  courts  were  slow  in  reaching  this 
new  meaning  v/as  on  account  of  their  earlier  view,  as  shoim  in  the 
Parsons  case  of  1897  above  cited,  that  it  was  solely  a private  af- 
fair of  the  common  carrier  if  it  chose  to  reduce  its  own  revenues 
by  charging  low  prices  to  some  customers  while  charging  high  prices 
to  other  customers,  and  that  the  effect  of  such  practice  in  sup- 
pressing competition  and  tending  towards  m.onopoly  among  its  cus- 
tomers was  not  to  be  considered.  In  other  w'ords,  they  took  the  pri- 
vate point  of  view'  of  net  income  in  1897  but  took  the  social  point 
of  viev/  of  gross  income  in  1901.  This  private  point  of  view  led  to 
the  result  that  one  who  was  discriminated  against  by  being  compelled 
to  pay  relatively  high  prices  had  no  remedy  at  common  law  unless  he 
could  sho\7  that  the  said  high  prices  v/ere  extortionate  or  unreasonable 
in  themselves,  and  not  with  reference  to  the  o^uestion  whether  they 
were  relatively  high  as  compared  with  prices  paid  by  a com,petitor. 

And  this  was  so,  even  though  some  of  the  courts  had  declared  that  the 
system  of  low  prices  to  favored  competitors  had  an  inevitable  tendency 
to  suppress  competition  and  to  concentrate  the  industry  of  the 
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oarrier^s  customers  in  the  hands  of  favored  individuals/  A federal 

court  had  even  declared,  as  late  as  1889  that  there  v^/as  no  injustice 

done  to  a lumber  company  v;hon  a railroad  charged  the  competitors  of 

that  company  a lov\/er  price^  even  lower  than  the  cost  of  transportation 

and  even  though  this  partiality  might  shut  the  plaintiff  company 

v/holly  out  of  the  market  and  drive  it  into  hankruptcy,  provided  the 

2 

plaintiff  company  were  charged  a price  "reasonahle  in  itself#” 

The  foregoing  account  of  the  progress  of  individual  opinion 
respecting  the  meaning  of  discrimination  does  not  apply  solely  to 
Y'jhat  were  known  as  common  carriers#  It  applies  also  to  all  industries 
that  may  properly  he  designated  ^common  occupations#”  This  principle 
was  partly  adopted  hy  the  Supreme  Court  in  the  case  of  Munn  v# 

Illinois  (1876)  and  was  well  stated  again,  with  a review  of  all  the 
cases,  hy  the  Supreme  Court  of  Hew  York  in  the  case  of  People  v#  Budd 
(117  H.  Y.  1;  1889)#  Each  of  these  oases  had  to  do  with  a warehouse 
or  grain  elevator,  which  had  never  been  classified,  at  common  law, 
as  a common  carrier#  A w'arehouse,  it  v/as  admitted  in  both  cases, 
had  al\M/ays  been  held  to  be  a private  business  and  had  never  operated 
under  a license  or  legal  monopoly  which  carried  the  public  right  of 
regulation#  In  fact,  the  several  grain  warehouses  in  Chicago  and 
Buffalo,  w'ith  which  these  cases  had  to  do,  v/ere  held  to  be  actively 
in  competition  with  each  other#  And  the  court  held  that  it  was 
not  the  question  of  monopoly  or  competition  that  was  decisive,  in 
the  matter  of  prohibiting  discriminating  or  extortion,  but  it  was 
the  question  of  whether  the  shippers  of  grain,  that  is,  the  cus- 
tomers of  the  warehouses,  were  placed  at  a disadvantage  by  the 
prices  and  the  trade  practices  of  the  elevator  companies# 

1 See  Hays  v#  Penn  Co.,  12  Eed.  309  (1882). 

2 De  Bary  Baya  v#  Jacksonville,  et#  RR#  Co.,  40  Fed#  392  (1889). 
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It  was  ably  oontended^  in  the  dissenting  opinions  in  these  two 
cases,  th.a.t  the  puhlic  had  no  independent  icga.i  right  to  make  use 
of  txie  eieVc.tors,  since  they  were  not  coninon  carriers  subject  to 
the  duty  to  render  service  to  anyone  wh®  might  come  along*.  Yet  the 
court  hold  that  there  was  an  element  of  this  kind  of  "publicity”  in 
the  elevator  business,  owing,  partly  to  the  nature  and  extent  of  the 
business,  pa.rtiy  to  their  relation  to  the  commerce  of  the  state  and 
country,  and  partly  to  the  fact  that  oven  though  they  were  compet- 
itors, yet,  under  the  circumstances,  they  enjoyed  special  facilities 

1 

for  reaching  understandings  as  to  prices. 

Thus  the  incoming  of  the  distinction  between  discrimination 
and  extortion  arises  with  the  incoming  of  the  period  of  stabiliza- 
tion of  bargaining  power.  Discrimination  is  not  an  evil  during  a 
period  of  a.bundance  because  every  person  has  an  available  alterna.tive. 
It  lias  become  the  serious  problem  in  a period  of  stabilization  tfirough 
concerted  movements  and  live-and-le t-live  policies,  since  stabiliza- 
tion means  the  absence  of  alternc.tives,  and  this,  in  turn,  mea^ns 
stability  of  discriiAinations  and  extortions  as  much  as  the  stability 
of  fair  and  reasonable  transactions. 

The  most  significant  fact  of  the  period  of  stabilization  is 
Futurity.  Modern  business  is  conducted  on  borrov/od  capital  in 
large  amounts.  Competitors  arc  debtors.  They  must  maintain  the  fu- 
ture solvency  of  their  going  business  by  keeping  up  their  trade  con- 
nections with  material  men,  working  men  and  customers,  all  of  which  is 
properly  summarized  in  the  term  "good-will".  Good-will,  though  an 
intangible  asset,  is  the  most  important  asset  of  modern  business. 
Competition  which  breaks  into  it  is  "predatory”  competition.  Hence 


1 People  V.  Budd.  117  H.  Y.  22,  24  (1889) 
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the  ”Iive-and-iet-iive^^  policies,  v/hicii  look  upon  future  security  of 
the  goin^  concern  as  all-important,  are  bringing  in  the  Custom  of 
Stabilization,  And  this  concept  of  ^good-will”  is  the  outcome  of 
the  principle  of  scarcity,  for  its  assumption  is  that  opportunities  ar 
limited,  because  the  purchasing  power  of  customers  is  limited.  There- 
fore each  competitor  should  be  willing  to  take  only  his  proper  share 
of  that  purchasing  power.  If  he  tries  to  take  more  than  "his  share,” 
then  the  others,  if  concerted  action  has  gone  far  enough,  have  means 
of  putting  him  "out  of  business.” 

Since  this  sharing  of  the  limited  puroh8.sing  power  of  the  public 
means  opprobrium  of  the  "price  cutter”  and  the  "scab,"  it  is  evident 
that  the  nev;  custom  of  stabilization  is  far  removed  from  the  early 
economists’  reliance  on  the  mechanism  of  free  competition  and  has 
gone  back  to  the  rules  and  regulations  of  the  period  of  scarcity  and 
the  fair  competition  against  which  Adam  Smith  raised  his  philosophy 
of  liberty  and  abundance.  It  becomes  now  the  social  problem  of 
Reasonable  Value,  the  problem,  begun  by  Ricardo,  as  to  whether 
individuals  and  groups,  by  concerted  action,  shall  obtain  from  society 
a share  of  the  social  output  proportionate  to,  or  disproportionate  to, 
the  services  they  render  towards  augmenting  tiiat  output.  In  other 
v/ords,  it  is  the  problem  of  equality  of  bargaining  power,  with  its 
distinction  of  earned  and  unearned  income  instead  of  Smith’s  problem 
of  liberty  and  abundance. 

IX.  Rationing 

X.  Jurisdiction 

XI.  Social  Responsibility 
Chapter  XIV.  From  Locke  to  Going  Concerns. 
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